- . 
e NE cc CO VI MERCE 
oh wh wa 


VOL. 68 No. 2 February 1956 


THE CANADIAN 


CHARTERED 
ACCOUNTANT 


Inventory Valuation 
Spotlight on Prospectuses 
Canadian Wheat Board Operations 


Professional Developments 


ACCOUNTING RESEARCH @ THE TAX REVIEW @ CURRENT READING 
ADMINISTRATIVE ACCOUNTING @ STUDENTS DEPARTMENT 





for Chartered Accountants Satorooted 


Banker 


In every branch of The TORONTO-DOMINION 
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and our branches in New York and Chicago we are in touch with 
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United States. Current information on British and Continental 
markets is received through our office in London, England. 
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offices enables information to be received and despatched 
promptly across the continent. 
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IN THIS ISSUE 


C. E. GORDON EARL, C.A. 


Although the buying and selling of 
grain is a very important feature of 
the Canadian economy, many busi- 
ness men are probably unfamiliar 
with the organization that is so close- 
ly related to its marketing. In re- 
cent years unprecedented quantities 
of Western Canadian grain have ne- 
cessitated a continuous review of 
marketing methods, and Gordon 
Earl’s article “Twenty Years of Can- 
adian Wheat Board Operations” out- 
lines the role of the Board in consid- 
ering the most suitable ways of meet- 
ing both domestic and export com- 
mitments. 


The magnitude of the Board’s op- 
erations may be seen in the fact that 
in 1954 it employed 730 persons 
in offices located at Winnipeg, Cal- 
gary, Vancouver, Washington, D.C. 
and London, England. The author 
notes that for the same period its 
total administrative and general ex- 
penses were slightly under $2.8 mil- 
lion. In disclosing these figures, Mr. 
Earl points out that throughout the 
years of the Board’s operations, the 
per bushel cost of administrative ex- 
penses has never exceeded two-fifths 
of one cent per bushel. 


Formerly a partner in the firm of 
Millar, Macdonald & Co., Winnipeg, 
Mr. Earl is comptroller of the Cana- 
dian Wheat Board, a position he has 
held for the past eight and a half 
years. He is a member of the Insti- 
tute of Chartered Accountants of 
Manitoba and at present serves on 
the Council of that Institute. 
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INVENTORY VALUATION 
Royal Commission Report 

Probably the most important chap- 
ter, so far as the accountancy profes- 
sion is concerned, of the Royal Com- 
mission Report on the Taxation of 
Income and Profits is that dealing 
with inventory valuation. The chap- 
ter is an excellent summary of the 
role of inventory valuation in profit 
calculation and it is especially re- 
commended to our readers. 


Of particular interest is the recom- 
mendation in Appendix 2 that Brit- 
ish tax payers be allowed to use any 
one of a number of methods, in- 
cluding a modification of the base 
stock method of valuation. Under 
the proposed modified system any in- 
crease in inventory during a year is 
priced at average cost and added to 
the opening inventory. A new aver- 
age is then struck. If a reduction in 
stock occurs during any year, it is 
withdrawn from inventory at a price 
based on the new average rather 
than at the cost of the most recent 
additions, as will be done under the 
Lifo method. 


The reasoning underlying the re- 
commendations in the Royal Com- 
mission report is in striking contrast 
to the recent decision of the Privy 
Council in the Anaconda American 
Brass case, which seems to have 
closed the Lifo method to Canadian 
tax payers. We hope to arrange a 
discussion on this topic for an early 
issue. 


EDITORIAL 


With the increased burden of tax- 
ation in recent years and the growing 
complexities that confront corpora- 
tions and individual taxpayers, it 
seems well to review the place of our 
profession in the taxation field. L. 


C. Frewin, in this month’s editorial, 
Continued on page 88 
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outlines the function of the account- 
ant and also makes it clear when the 
services of the lawyer should be 
used. 


It might be said that the Income 
Tax Act is, in part, an endeavour to 
interpret in legal language what the 
income of a business is according to 
commercial practice and sound ac- 
counting principles. Since only in- 
come is to be taxed, it is important 
that it be accurately determined in 
accordance with the terms of the Act 
and it is at this juncture that conflict 
arises. 


L. C. (Bob) Frewin has been keen- 
ly interested in taxation matters 
since 1940 when he organized the 
firm of Ross, Frewin & Company in 
Montreal. Ten years later it was 
merged with Peat, Marwick, Mitchell 
& Company and Mr. Frewin became 
a partner of that company. He has 
been a member of the Institute of 
Chartered Accountants of Quebec 
since 1928 and was on its Council 
for two years. In 1953 and 1954 he 
served on the Taxation Committee 
of the Canadian Institute and is cur- 
rently its chairman for a two year 
term. 
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Accounting for the B.C. Lumber 
Industry 
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& Whyte Packing Company Limited 
had complex sales analysis problems... 
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“Low-cost Underwood 
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SAMAS Punched Card Eouioment 


The Whyte Packing Company had a tough 
problem to solve. Their operations cover 
a very large area, and it was essential 
that their sales realization figures be kept 
accurate, and readily available. 


Underwood SAMAS punched card equip- 
ment provided the answer! As Mr. J. H. 
Rodgers, Treasurer of the Whyte Packing 
Company says, “We take off 13 
departmental breakdowns each and every 
week and in addition to this we also get 
a complete breakdown by Territory and 
by Product . . . we are very happy to 
say that Underwood SAMAS equipment 
is doing a splendid job for us”. 


SAMAS PUNCHED CARD DIVISION 


Underwood Limited 
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gave us the answer!” 


AN UNDERWOOD SAMAS “TEAM” 
MEANS TRIPLE ECONOMY. Underwood 
SAMAS Punching, Sorting and Tabu- 
lating machines form a harmoniously 
fast and accurate team. The time and 
labour they save, and the accuracy with 
which they produce results spells true 
office economy. The cards used exclusive- 
ly in an Underwood SAMAS system are 
considerably smaller than conventional 
punched cards. They’re easier to handle, 
cost less, and take up much less space. 
The machines are smaller, too. They save 
space .. . cost less to rent or purchase. For 
complete information, write, wire or 


phone us today. _ 


Avan Asle ) 
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NOTES AND 


American Reports Surveyed 

American corporate financial state- 
ments are becoming increasingly 
streamlined and informative accord- 
ing to a survey just published by the 
American Institute of Accountants of 
the annual reports of some 600 typ- 
ical corporations. 

The latest survey shows that for 
fiscal years ending between May 1954 
and April 1955, 41% of the reports 
used a “single-step” income statement 
compared with 21% when the sur- 
vey was started in 1946, 74% showed 
financial information on a compar- 
ative basis compared with 41% in 
1946, and 80% supplied additional 
financial information beyond that in- 
cluded in the audited statements 
compared with 67% in 1950. The title 
“balance sheet” gave way to the more 
modern “financial position” or “finan- 
cial condition” in 20% of the reports 
as contrasted with 8% in 1946, while 
the income statement was described 
as “income” or “earnings” by 79%, 
with only 13% adhering to the older 
term “profit and loss”. Increasing at- 
tention to employee benefits was re- 
flected in the mention of pension and 
retirement plans by 58% and of stock 
options by 342. 


Summer School in Accountancy 

The School of Commerce at Mc- 
Gill University will hold its second 
summer school in accountancy dur- 
ing July 1956. The term will run 
four weeks from Monday, July 2 to 
Friday, July 27, and lecture periods 
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COMMENTS 


will be from 10 a.m. to 12 noon and 
from 2 p.m. to 4 p.m. daily. Two 
courses of study will be offered, one 
for the intermediate and the other 
for the final uniform examination in 
chartered accountancy. The tuition 
fee for each course will be $185, the 
same as last year although the course 
is one week longer. It is a require- 
ment that all students must be in 
residence at the university through- 
out the period, and any information 
regarding residence fees may be ob- 
tained by applying to the Director 
of Extension Courses at the universi- 
ty. The school will be under the 
supervision of Professor Kenneth F. 


‘Byrd, M.A., B.Sc.(Econ.), C.A. 


U.K. Tax Digest 


The Federation of British Indus- 
tries has recently published a digest 
of the reports of the U.K. Royal 
Commission on the Taxation of Pro- 
fits and Income and of the Millard 
Tucker Committee. Copies may be 
obtained from the Federation at 21 
Tothill Street, London, SW1, for the 
price of five shillings. 


AIA Research Bulletin No. 45 


The Committee on Accounting 
Procedure of the American Institute 
of Accountants has just issued its Ac- 
counting Research Bulletin No. 45 
dealing with long-term construction- 
type contracts. It sets forth the ad- 


vantages and disadvantages of the 
Continued on page 92 
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The Credit Manager was amused 


“The next item I’d like discussed,” said the President, 
“is a proposition Sales has received. Will you 
explain, Joe?” 


The Sales Manager was almost too eager. “It’s 
Apex Corporation,” he said. ‘I’ve been trying to 
crack them for years. Now, we’ve got a chance, 
and...” Rapidly he outlined the details. “But,” 
said the Treasurer, “‘should we risk having so many 
eggs in one basket? That is, if something should go 
wrong.” ‘“‘Wrong?” The Sales Manager seemed 
incredulous. ‘‘What could possibly go wrong? 
They’re one of the biggest firms in their field, and ...” 


“Just a minute, Joe,” the President interrupted 
him. “Things do go wrong, even with top-rated 
firms.” 


“But, sir,” the Sales Manager seemed almost 
anguished now, “this is the opportunity of a 
lifetime.”’ 


The Credit Manager cleared his throat. “‘I’d like 
to suggest———” he was amused at the suspicious 
glance the Sales Manager shot his way—‘‘that we 
consult American Credit Indemnity about Credit 
Insurance on this. After all, they insure all of our 
other accounts. They’d be glad to advise us.” 


“Good idea.” The President rose. ‘We'll meet 
again as soon as Ralph has something to tell us.” 


* * * 


“Gentlemen,” said the President, “Ralph has 
already given me his report and it’s good news. 
American Credit will issue a separate policy to cover 
the Apex account up to 150 thousand dollars.” 
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“Then we can go ahead with it?” the Sales 
Manager’s spirits rose with a rush. 


“We already have,” said the President dryly. “‘I 
Okayed the contract this morning.” 


The Credit Manager was even more amused this 
time to receive a look of sheer gratitude from the 
Sales Manager. In return, he winked and nodded 
sagely. 


. + + 

Harmonizing Credit-Sales relations, as told above, 
is only one among the 12 major benefits of Credit 
Insurance. For your copy of booklet ‘‘A Preface to 
Profits”, write to one of our Canadian offices listed 


below. 


Canadian Division 
American 
Credif 


Indemnity 
COMPANY OF NEW YORK 


Montreal e Quebec © Sherbrooke © Toronto 
Hamilton e Woodstock @ Vancouver 








Continued from page 90 
two accounting methods commonly 
adopted by contractors, namely the 
percentage - of - completion method 
and the completed-contract method. 
It gives preference to the former, 
provided that estimates of costs and 
extent of progress toward completion 
of the contract are reasonably de- 
pendable. 


Clerical Workers Salaries Up 

According to figures released by 
the National Office Management As- 
sociation, clerical workers in Canada 
averaged $1.00 a week more pay in 
1955 than in 1954. Best rates were 
paid in Niagara Falls, Ontario, with 
Windsor, Ontario in second place. 
The city showing the greatest in- 
crease in the last 10 years was Cal- 
gary, Alberta where salaries in 1955 
were 92% higher than they were in 
1945. 


Changes in Legislation 

The Speech from the Throne on 
January 10 forecast a considerable 
program of legislation during 1956. 
Included is a revision of the Suc- 
cession Duty Act, which may be 
examined by a parliamentary com- 
mittee. Another step which has been 
indicated though not defined in the 
speech is the revision of the Excise 
Tax Act. A committee of business- 
men and government officials is 
examining this law at present and is 
expected to recommend a number of 
changes. 


Income Tax Briefs 

Recent submissions on the Income 
Tax Act and Succession Duty Act 
have been made to the Ministers of 
Finance and National Revenue by 
the Canadian Manufacturers Associa- 
tion and the Canadian Chamber of 
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Commerce. One of the Chamber’s 
recommendations which is of par- 
ticular interest to accountants is that 
the right to deduct pension fund con- 
tributions be granted to the self- 
employed as well as to employees for 
whom approved plans are not avail- 
able. Another is that the Income Tax 
Appeal Board be enlarged to pro- 
vide for the appointment of profes- 
sional accountants as members of the 
Board. 


Chair in Financial Accounting 


The Ford Foundation has made a 
grant of $625,000 to Columbia Uni- 
versity Graduate School of Business 
to promote a three-way program in 
the fields of financial accounting, in- 
ternational business and faculty re- 
search. Of this grant, $250,000 will 
be used to help endow a professorial 
chair in financial accounting. 


C.LC.A. Spring Meeting 


The Executive and Council of the 
Canadian Institute of Chartered Ac- 
countants will meet during the last 
week of May at The Briars, Jackson’s 
Point on Lake Simcoe. 


C.A.’s and Lawyers Prepare Brief 


A joint meeting of the Taxation 
Section of the Canadian Bar Associa- 
tion and the Taxation Committee of 
the C.I.C.A. was held on January 19 
to prepare the brief which the two 
associations will present to the Minis- 
ters of Finance and National Revenue 
in February. Chairmen of the two 
committees are Henry White, Q.C. 
and L. C. Frewin, C.A. 


Patron of Accountants 

On January 1 Pope Pius XII de- 
clared the apostle and evangelist St. 
Matthew to be the patron saint of ac- 
countants. 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


. 320 Bay Street, Toronto 
Underwriters EMpire 6-8011 
co 


Montreal Kingston Quebec Calgary Vancouver 
Distributors Hamilton Kitchener London Edmonton Winnipeg 
New York 
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Members of the Accounting profession are invited 
to discuss Estate and Trust problems with our 


Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 320 BAY STREET, TORONTO, ONT. 


HON. T. D’ARCY LEONARD, C.B.E., Q.C., President and General Manager 
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Editorial 


THE ACCOUNTANT IN THE TAXATION FIELD 


Durinc the 1917 session of Parliament the Income War Tax Act first 
came into existence in Canada and imposed a tax of 4% on the incomes 
of corporations in excess of $3,000. Since that date the trend has been 
toward higher and higher rates of tax, and this increasing burden 
has brought about the important function of the accountant in the 
field of corporate taxation. As the weight of tax has become 
heavier, it has had two effects: first, it has led to a more complex 
formula for determining taxable income throughout each succeeding 
Income Tax Act and secondly, coupled with this, it has engendered 
a need for skilled accounting advice in applying the terms of the 
pertinent Act to the actual facts of each taxpayer. 


The professional accountant has in fact since 1917 had to read, 
learn and inwardly digest the various Tax Acts in an endeavour to 
interpret their effect on the affairs of his clients. 


It is essential for the orderly conduct of a corporation’s business 
that its liability for income tax be ascertained at the close of its fiscal 
period as quickly and as accurately as possible. This determination 
is a responsibility of the corporation’s auditors. 


The corporation’s income tax returns are reviewed annually by 
officials of the Income Tax Department to satisfy themselves that 
the reported liability is correct, and in the majority of cases the 
professional accountant is fully familiar with the contents of the 
return and the basis on which it was prepared. It is also the practice 
of the Income Tax Department to have their assessors examine the 
corporation’s records to verify the reported taxable income and the 
resultant tax liability. These on-the-spot examinations are not al- 
ways made annually, but usually occur before a corporation of any 
size receives its re-assessment, if any, which denotes either that there 
is a further tax liability or that a refund of tax is due. While 


assessors are examining the accounts, they may ask questions as to the 
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determination of taxable income on which there are differences of 
opinion. When all the disputed items have been assembled, the 
corporation will usually arrange with its auditors to discuss these 
items with the assessors and, if possible, reach an agreement as to 
the amount of the taxable income. In the majority of cases the dis- 
cussion results in agreement as to the corporation’s tax liability. 


There are, of course, times where the divergence from the 
assessors opinion is so great that the unsettled matters are referred 
to higher officials in the District Office. At this point, the pro- 
fessional accountant may be asked to prepare a complete summary 
of the facts related to the problems and to study the applicable sec- 
tions of the Income Tax Act. Arrangements are made with a senior 
official of the Tax Department in the District Office for a meeting 
to discuss and present the corporation’s views. Frequently, at such 
meetings, the problems are resolved. 


If the problems persist even at this level, there is still the 
possibility of discussions with the Deputy Minister of National 
Revenue (Taxation) or his assistants in Ottawa. At this stage, more 
is known of the Department’s views so that the original presentation 
can be amplified to meet points that have arisen in the discussions. 


In Ottawa the problem is argued freely and openly and often a 
satisfactory solution or compromise is reached. When, however, 
the Department is not prepared to accept the arguments of the tax- 
payer, the normal procedure is to wait for the receipt of the re- 
assessment notice. 


If the corporation decides to appeal the re-assessment, a notice of 
objection and reasons for appeal are prepared and filed preferably 
by the corporation’s lawyer in consultation with the professional 
accountant. 


The taxpayer or any designated representative may appear before 
the Tax Appeal Board and argue the validity of a re-assessment, but 
it is advisable to retain the services of a lawyer. The professional 
accountant can best serve his client at this time as an expert witness 
because of his considerable experience in the accounting and com- 
mercial fields and his knowledge of the application of the Income 
Tax Act and Regulations in the determination of taxable income. 














Inventory Valuation 


Recommendations from the final report of the Royal Commission 
on the Taxation of Profits and Income 


THE PROBLEM of the proper treatment 
of stock in trade in the accounts that 
record the trading profits of the year 
is usually discussed as another in- 
stance of the fact that a rising mone- 
tary cost of replacing business assets 
results in distorting business profits 
so long as they are computed on the 
basis of historical cost. It has there- 
fore been put to us as one branch of 
the argument that a true conception 
of business profit requires the allow- 
ance of a reserve against current re- 
ceipts in respect of the enhanced cost 
of their replacement. But we came 
to the conclusion, after analyzing the 
problem, that the analogy is likely to 
mislead and that, so far as taxation is 
concerned, the considerations that 
are important for one case are not the 
considerations that are important for 
another. 


It is useful to be clear what the 
problem is. A trader operates with 
stock in trade. His business revenue 
consists primarily of his receipts from 
the disposal of that stock. Against 
those receipts there must be set the 
costs appropriate to the stock dis- 
posed of before any figure of profit 
can emerge. Those costs cover not 
only the costs of acquisition and dis- 
posal but also, if the trader processes 


* 


or manufactures his stock, the cost 
of process or manufacture, including 
in that cost the cost of any material 
consumed during the operation. 


Since, however, it is necessary that 
a trader should always have in hand 
an adequate supply of stock, though 
not at any unvarying level or volume, 
there is no obvious way of deter- 
mining what is the cost appropriate 
to any particular sale of stock. It has 
simply been drawn from his pile or 
pool. Profits, whether for taxation 
or otherwise, are normally struck on 
the basis of annual rests. Therefore 
at the opening of the accounting 
period there will be stock in hand, 
the cost of which will have been car- 
ried over from the previous year; 
there will be stock acquired from 
time to time during the year, pre- 
vious to the date of sale of the parcel 
in question; and there will be other 
purchases during the remainder of 
the year and, at the close, some vol- 
ume of stock in hand, itself to be car- 
ried over to the succeeding year at 
an appropriate cost. All the different 
parts of this floating supply may have 
been acquired at different levels of 
price. 

The natural way of meeting this 
complexity is to make some general 
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assumptions and then to assign cost 
to particular sales on the basis of 
those assumptions. It is not as if it 
were possible to identify the actual 
cost of the actual item disposed of, 
except in a few special cases. A 
jeweller, a picture dealer, some re- 
tailers, must match their receipts to 
the actual cost of acquiring the ob- 
ject sold. But in the majority of 
cases that would either be impossible 
or would be possible only with an ex- 
penditure of time and labour in ac- 
counting records so great as to make 
the exercise absurd in practice. The 
general assumption hitherto accepted 
in this country is that stock is sold in 
the same order of priority as the or- 
der of the dates at which it was ac- 
quired. Thus the trader is treated 
as selling the parcel of stock which 
has been longest in his hands at the 
date of sale, and the cost appropriat- 
ed to it is the cost that has been long- 
est in his books. 


We do not suppose that this as- 
sumption, however convenient, de- 
rives its validity from any peculiar 
correspondence with the trader’s phy- 
sical operations. Strictly speaking, it 
assumes an order that is likely to be 
observed only in the case of perish- 
able goods, and only then if all con- 
signments were equally perishable. 
On the other hand, where successive 
purchases of stock go into store or 
pile, the chances are that in practice 
the more recent arrivals are the earlier 
drawn upon. In other cases, as for 
instance in the case of liquids, con- 
signments may become so mixed as to 
be inextricable in any historical or- 
der. 


We must make a second qualifica- 
tion. While the system of approp- 
riating costs on the basis of “first in, 
first out” (which has now come to be 
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known as Fifo) is the generally ac- 
cepted one in this country, it is not, 
and probably never has been, the 
system universally employed. We 
have already referred to the necessity 
of appropriating to some articles their 
actual individual cost — the “unit 
cost” system. Then there is the “av- 
erage cost” system, under which the 
book cost of the opening stock is av- 
eraged with the cost of goods added 
during each succeeding period after 
deducting consumption at the aver- 
age price, the periods being deter- 
mined by rests as frequent as the na- 
ture of the business will admit. Other 
methods are in use, in which the 
relevant cost is arrived at avowedly 
by an estimate and no assumption is 
made that an actual historical cost is 
involved. One such method is that 
of “standard cost” by which a prede- 
termined or budgeted cost per unit 
is taken: another obtains an estimat- 
ed cost by pricing stock at current 
selling prices and deducting an am- 
ount equivalent to the normal profit 
margin and the estimated cost of dis- 
posal. 


There are two systems known re- 
spectively as the “base stock” method 
and the “last in, first out” (Lifo) me- 
thod which we shall mention in some 
detail later. Neither has any con- 
siderable currency in this country. 


Determination of True Profit 


So much for the circumstances of 
our problem. If the Fifo method is 
applied at a time of rising stock 
prices it is quite obvious what will 
happen. The sale proceeds are on a 
level that is higher than the level rul- 
ing at the time when the stock sold 
was acquired. The cost of the stock 
which is bought to maintain the stock 
volume and which is in this sense a 
“replacement” is reflected in the fig- 


. 
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ure of cost that is appropriated to the 
closing inventory; and this cost, be- 
cause it is carried forward, is not 
charged against the receipts of the 
current year. The significance of 
these factors to any particular trader 
depends upon the rapidity with 
which he normally turns over his 
total stock and the speed and curve 
of the price inflation. But the gen- 
eral consequence that is noticeable to 
every trader is that, while his ac- 
counting method shows one figure of 
profit arising from the operations of 
the year, the figure of the profit that 
he can withdraw from the business 
is necessarily a lower one, since, un- 
less he is to face a reduction of his 
business by carrying a lower volume 
of stock, some part of the ostensible 
surplus must be retained to meet the 
higher prices of the new stock. He 
complains that to that extent his ac- 
counting method fails to show a true 
figure of profit and that it is unfair 
to require that his profits for the pur- 
pose of taxation should be ascertain- 
ed by such a method. 


If one stops to ask what is the true 
profit that is earned under conditions 
of rising stock prices, the answer 
would depend upon a choice between 
the two contrasting points of view 
that we have already noticed in dis- 
cussing depreciation of fixed assets. 
On the one hand, economic analysis, 
concentrating attention on “real 
wealth”, would say that the trader's 
income could only be computed after 
allowing for the cost of replacing the 
stock sold: for income is defined as 
the surplus that is available to be dis- 
posed of without impairing the main- 
tenance of real wealth. Consequent- 


ly a trader who sells 1,000 units of 
stock in the course of a year for a 
sum greater by £1,000 than he gave 
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for them has not made a real profit 
if, owing to rising prices, he has had 
to invest the whole of the surplus in 
replacing the same number of similar 
units. At the end of the period he 
stands exactly where he started from. 
It is possible to accept the truth of 
this analysis without accepting that 
it affords the most equitable method 
of measuring profit under a system 
that seeks to do equal justice be- 
tween many different kinds of in- 
come, both those derived from 
the employment of real capital and 
others. And it is easy to see how dif- 
ficult it would be to translate the 
conception into a workable formula 
for the assessment of tax: for it as- 
sumes that there can be assigned to 
every business a figure of normal 
stock volume within the limits of 
which purchases constitute replace- 
ment, whereas in fact there is no rule 
that determines such normality and 
the actual volume of stock, and in- 
deed the type of stock, vary from 
date to date, as also does the rela- 
tion of cash or other liquid assets to 
the investment in stock. 


On the other hand, if money is 
taken as the measure of profit, even 
in a time of fluctuating prices, there 
is no objection to the proposition 
that a trader has made a profit when 
at the close of the period of account 
it is found that he has received from 
the sale of his goods a sum larger 
in the aggregate than the sums he 
expended on acquiring or manufac- 
turing them and on disposing of 
them. According to this view a 
profit has not the less been secured 
in that set of transactions because 
other goods, which have not yet come 
into account, have been acquired at 
a higher price. The profit or loss 
resulting from the new set of deal- 
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ings will be assessed or allowed for 
in a succeeding period according to 
the event. Given the inherent as- 
sumption of the Fifo method that the 
trader does in fact choose to sell his 
stock in a strict order of seniority, 
even at times when the cost of ac- 
quiring the older stock may be out of 
relation to the current cost of acquir- 
ing the new, we see no defect in the 
logic of this point of view. 


It is unfortunate that part of a 
trader’s profit, when obtained under 
these conditions, has come to be 
spoken of as an “inventory profit”. 
The phrase is quite intelligible in a 
technical sense, but it is misleading 
if it is taken to mean that any part 
of the profit obtained lies in the in- 
crease of the value of the closing in- 
ventory over the value of the opening 
one. A profit arrived at by writing 
up an inventory to current values ir- 
respective of cost would be illusory 
and misleading, in that it would be 
founded on an unrealized apprecia- 
tion in value. But this is not the way 
in which the figures of the opening 
and closing inventories enter into the 
trading or manufacturing account. 
These figures are not estimates of 
value at all. As we see it, these ac- 
counts are not concerned with asset 
values: their function is to present a 
summary record of income on the 
one hand and consumption and ex- 
penditure on the other. The figure 
of opening stock is a figure of un- 
absorbed cost brought forward from 
the previous year to be _ placed 
against the receipts of the current 
year. Similarly, the figure of closing 
stock denotes those costs which, be- 
ing unabsorbed in the current year, 
are carried forward to be charged 
against the receipts of the succeeding 
Neither denotes a stock value. 


year. 
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The element of value enters into the 
account in one way only, that a fall 
in the market value of the stock, the 
costs of which are to be carried for- 
ward in the closing inventory, may 
sufficiently indicate that some part 
of those costs has become irrecover- 
able: if so, that amount of cost is 
written off instead of being carried 
forward either by a direct reduction 
of the figure of the carry forward or 
by setting up a provision to cover 
the fall in value. This seems to us 
the more accurate version of the 
rule that in a trading account the fig- 
ure of the closing stock may be taken 
at “cost or market value, whichever 
is the lower”. 


It is plain to us that the recent 
years of fluctuating prices for com- 
modities, particularly the period of 
the opening of the war in Korea, have 
directed much attention to this in- 
flationary element in trading profits. 
With costs of stock replacement ris- 
ing some part at any rate of the os- 
tensible profit is automatically rein- 
vested in new stock at higher prices 
The high rate of taxation on business 
profits makes it seem peculiarly oner- 
ous to the trader not merely that he 
should be taxable on this element of 
his profit at all but also that he should 
be called upon to abstract from his 
liquid funds the cash required for im- 
mediate tax payment to the Revenue. 
Consequently we received numerous 
representations from various  wit- 
nesses to the effect that the concep- 
tion of taxable profit should be ad- 
justed to admit of a provision out of 
profits to cover this element of stock 
inflation. 

We have already indicated that, 
given the Fifo assumption, we should 
find great difficulty in upholding the 
logic of this claim or in working out 
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a satisfactory formula for applying it 
in such a way as to cover the element 
of inflation without covering at the 
same time a positive increase in the 
volume of stock. The principal dif- 
ficulty is bound up with the fact that 
a trader who keeps his accounts on 
the Fifo basis shows by the form of 
the account that the desired appro- 
priation would be a reserve made out 
of profits and not a provision to be 
charged against profits. So long as 
the Fifo basis is employed it looks 
as if the tax consequences must fol- 
low the same conception. This led 
us to ask, however, whether there is 
anything in the tax code or any gov- 
erning principle of taxation that re- 
quires the adoption of Fifo by all 
traders, even at a time when its em- 
ployment produces such unwelcome 
results. 


Fifo 

There is nothing in the tax code 
itself that prescribes any rules for 
ascertaining the basis of cost or for 
“valuing” stock in trade. The pre- 
sumption is that such rules are to be 
extracted from trade practice and 
the principles of commercial account- 
ancy. Nor do legal decisions in the 
Courts appear to have built up any 
body of doctrine even if it had been 
proper for them to supply rules upon 
a subject that seems eminently one 
of sound commercial practice. The 
most that legal authority can be said 
to have required in this connection 
is that, in estimating profits for tax 
assessment, the figure taken for the 
cost of articles sold must represent a 
real attempt to arrive at their cost 
and must not be fixed by reference to 
some arbitrary or fictitious standard, 
such as is involved in some forms, 
at any rate, of what is known as the 
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“base stock” method. But even so 
this requirement has no bearing on 
the question whether there is any 
particular sanctity in the Fifo meth- 
od if other methods, which seem bet- 
ter adapted to the circumstances of a 
business or the commercial conditions 
of the day, are or come to be recog- 
nized by the trading community and 
professional accountants. 


The first Tucker Committee de- 
voted some attention to problems of 
stock valuation in connection with in- 
flation. They alluded to the fact that 
“there are no general provisions in 
the existing Income Tax Acts which 
lay down how trading stock is to be 
valued in computing profits for tax 
purposes”; stated that the formula 
which is generally accepted as a de- 
scription of the proper way to value 
trading stock is “cost or market value, 
whichever is the lower’; and con- 
cluded that in present circumstances 
it would be undesirable to have speci- 
fic statutory rules to cover the method 
of valuing stocks in all businesses 
within the United Kingdom tax net. 
This conclusion, again, is not di- 
rected to the problem of the basis 
upon which cost itself is to be ascer- 
tained. And it is that which seems 
to us to be the crucial question for 
the present purpose. 


For the case put to us on the part 
of the Board is that, in effect, Fifo is 
the only permissible method for the 
purpose of tax assessment. No 
doubt such a claim would not be 
supposed to admit of no qualifica- 
tions, since, for instance, it is ob- 
viously inapplicable to those _busi- 
nesses in which the items of stock 
are capable of specific identification. 
But, generally speaking, it is claimed 
that Fifo ought to be treated as if its 
adoption were a statutory obligation 
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of all taxpayers in the computation 
of their business profits. This seems 
to us a very large claim, having re- 
gard to the variety and complication 
of the business activities to which it 
would be applied. Nevertheless, it is 
supported by more than one consid- 
eration of importance. We shall no- 
tice them in due course, but it is con- 
venient to deal with one by way of 
preliminary. ® 


Fifo, it may be argued, is the 
method that is based on “historical 
cost” and is the accepted method ac- 
cording to the practice of account- 
ants in the United Kingdom. There- 
fore the computation of profits for the 
purpose of tax should correspond 
with the accepted practice of com- 
mercial accountancy unless there is 
some overriding principle of the tax 
code that requires otherwise. But it 
seems to us that the problem now 
under review cannot be disposed of 
in this way. First, the premise it- 
self is not quite accurate. Fifo is an 
accepted method and the one which 
hitherto has been the most widely 
used, but it is not the only accepted 
method. As we have said, “average 
cost” is used; so is “standard cost”. 
Indeed there are two or three indus- 
tries in which the “base stock” meth- 
od has been used since far back in 
their history. Secondly, we see a real 
danger that in times of high taxation 
the mere circumstance that taxing au- 
thorities insist upon a_ particular 
method of computing profits tends to 
perpetuate that method in general 
use, both by accountants and by busi- 
ness concerns, for there are very great 
difficulties involved in changing over 
for other purposes to a system of 
computation that is not treated as 
valid for the purposes of taxation. 


It is within our knowledge that in 


recent years many businesses in the 
U.S.A. and Canada have adopted the 
Lifo basis. This method, in effect, 
reverses the assumption on which 
Fifo proceeds. In the result, the 
costs allotted to the sales of any 
period reflect substantially the prices 
at which purchases were made dur- 
ing the same period. By conse- 
quence, the costs that are carried for- 
ward as the costs of the closing in- 
ventory reflect the costs of an earlier 
period, to the extent that the volume 
of the opening stock has been main- 
tained throughout the year. No “in- 
ventory profit” arises: on the other 
hand, we should not regard the meth- 
od as one that creates a “reserve” out 
of profits except on the assumption, 
which we do not make, that there is 
some inherent validity in the Fifo 
method. 

In the years 1938 and 1939 the 
U.S. tax code was altered so as to 
give statutory recognition to the use 
of Lifo, though subject to a number 
of conditions as to the right to adopt 
it or to depart from it. It had been 
used by a number of companies for 
some years before that date. A re- 
cent decision of the Exchequer Court 
of Canada!’ has affirmed the propriety 
of its use in Canada for the purpose 
of computing taxable profits. The 
Income War Tax Act of Canada, as 
the United Kingdom code, offered no 
definition of “cost”: and the case was 
decided on the principle that, failing 
any direction in the Act “what costs 
are properly chargeable against the 
gross income must depend upon ac- 
cepted business and accounting prin- 
ciples”. 

We must notice two further con- 
siderations that are advanced in sup- 


1 Anaconda American Brass Ltd. v. MNR, 
[1952] 3 D.L.R. 580. 
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port of the proposition that the Fifo 
method should be the only one al- 
lowed to be employed in the compu- 
tation of income tax profits. One is 
that for tax purposes there is a special 
importance in precise ascertainment 
of the income of the year in ques- 
tion, for rates change and it is not 
enough for justice between taxpay- 
ers that a system is used which is de- 
signed to secure a fair reflection of 
profits over a run of years. It is 
pointed out that, for other purposes, 
this principle may be of less import- 
ance, since consistency of treatment 
according to an intelligible system 
may be the main requirement. We 
agree with the point made, without 
thinking that it can be in many cases 
a determining consideration, but it 
does not seem to us that there is any 
good reason for saying that the Fifo 
method necessarily leads to a more 
precise ascertainment of income than 
other possible methods. The second 
is that it is desirable to have one pre- 
scribed method of stock valuation for 
all taxpayers who have assessable 
business profits, since the use of a 
single method for everyone is likely 
to produce the most even-handed jus- 
tice. Considering the immense va- 
riety and complexity of business, of 
business processes, of their conditions 
and circumstances, we find it impos- 
sible to give any weight to this argu- 
ment. It seems to us just as likely 
that the reverse would be true. We 
will take as instances two extreme 
cases. The dealer in perishable 
goods, say a greengrocer, carries 
stock: so does a gold-refiner or a fab- 
ricator of metals. In the one case it 


is important to know the dates at 
which the various items of stock were 
acquired, and the order of their dis- 
posal is a concern of the business. In 
the other the trader’s concern is to 
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ensure that he has in hand a volume 
of stock sufficient to meet his cus- 
tomer’s requirements, but he is in- 
different to the history of the sep- 
arate items which have gone to make 
up his raw material and to the order 
in which he draws upon them. It is 
unlikely that his selling price will in 
fact be based on the cost of any 
single acquisition. With such dif- 
ferences to be covered we do not 
think that there is any valid presump- 
tion that a single rule for ascertain- 
ing the cost of all sales in all busi- 
nesses will be the fairest one for tax- 
payers generally. 


It would be an incomplete survey 
that ignored the general economic 
significance of Fifo in contrast with 
other methods of computing profits. 
Its effect is to impose a relatively 
higher tax charge at a time of ris- 
ing prices and a relatively lower 
charge when prices fall: this is its 
main importance since, stock prices 
being likely to fall as well as rise 
over a period, it is not easy to make 
valid generalizations as to which of 
the possible methods is the most re- 
liable revenue producer. Associated 
with rising prices at home, Fifo has 
attractions in its tendency to repress 
business activity: with falling prices 
its attraction is its opposite tendency. 
Associated with rising external prices, 
its economic value must be more de- 
batable: for while it tends to inten- 
sify that shortage of liquid funds 
which was a recent phenomenon, its 
influence can be beneficial in reliev- 
ing an exceptional strain on the coun- 
try’s balance of payments. 


There is weight in this: but to give 
it determining weight is another mat- 
ter. It will have more weight in its 
practical significance if effect is given 
to our later recommendation to move 
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corporate taxation on to a current 
year basis, for then the influence of 
taxation on business decisions is like- 
ly to be more direct. But, on the 
other hand, we must characterize as 
largely theoretical these generaliza- 
tions about the relevance of taxation 
policy or accounting technique to the 
actual course of action of business 
men, and a good deal of allowance 
must be made for the fact that deci- 
sions often have to be taken long be- 
fore their tax consequences can be 
ascertained. We doubt whether any 
of the considerations that we have 
set out will have much bearing one 
way or the other on what would any- 
way be the aim of an intelligent 
trader—to buy the minimum amount 
of stock when prices are at their peak 
and the maximum amount when they 
are at their lowest. 


No Single Method Recommended 


Our conclusion is that it would not 
be advantageous for the tax system 
to contain a requirement that all 
businesses must use a single prescrib- 
ed method in valuing their stock in 
trade for the purpose of computing 
taxable profits. That makes it irrele- 
vant to consider the further question 
whether, if there were to be a single 
method, Fifo would be the most suit- 
able one. No doubt it has solid ad- 
vantages from the general economic 
standpoint: but the gist of what we 
have been trying to stress is that 
businesses are so various in nature 
that what is the most suitable method 
to reflect the true annual profits of 
one cannot be expected to be the 
most suitable method for every other. 


Rules Proposed 

Certain questions remain to be 
cleared up if it is to be said explicitly 
that no single method is obligatory. 
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It must not follow from this that any 
trader may use for tax purposes such 
method as he pleases, so long as a 
qualified accountant will pass his ac- 
counts. Nor must it follow that a 
trader is to be free to dodge about 
from one method to another in suc- 
cessive years, adapting his choice to 
the conditions so as to minimize his 
tax. That would be an obvious field 
for abuse. 


The first difficulty is probably not 
so great as might appear. There is 
only a limited number of possible 
methods of valuing stock, so long as 
the primary condition is observed 
that figures allocated to stock, wheth- 
er stock sold or stock retained, must 
represent a real, not an arbitrary, fig- 
ure of cost. Questions of this sort 
are the constant concern of the pro- 
fessional bodies of accountants in this 
country and we have no doubt that 
they will be strict in their recognition 
of permitted methods. We do not 
think that a method should be ac- 
cepted at all for tax purposes unless 
it — 

(1) is designed to secure that the 
cost assigned to any item of 
stock in trade represents a real 
figure for the cost of that item 
and is not arrived at by an ar- 
bitrary or fictitious process; and 


(2) is calculated, if used consistently 
over a period of years, to give 
a fair reflection of the profits of 
each year. 


We do not accept the idea that it 
would be impossible to frame a set 
of rules that would adequately con- 
trol a trader’s freedom in the adop- 
tion of an accounting method or in 
the change from one accounting 
method to another, without requir- 
ing a universal adherence to Fifo. 
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We think that an adequate control 
is secured for this purpose if effect is 
given to the principle that, despite 
rising prices, there is no permanent 
exclusion from taxable income of an 
element to reflect the fall in the pur- 
chasing power of money. There is 
set out accordingly in Appendix 2 to 
this report [see below] the outline 
of a scheme which we have worked 
out on this basis and which we re- 
commend for adoption. It will be seen 
that paragraphs 8, 9, 10 and 11 are 
designed to meet such contingencies 
as realizations of stock or changes in 
the nature of stock owing to altera- 
tions of the trader’s business, or cessa- 
tions of business owing to change of 
ownership; and, generally speaking, 
they secure that stock provisions no 
longer required because of those con- 
tingencies should be written back to 
taxable profit. 


We are not unmindful that a 
scheme of this kind cannot be made 
to work without some cost in staff 
and in tax revenue. But when we 
tried to make some estimates of the 
amounts involved, we found that 
there were so many unknown factors 
that reliable calculations could not 
be offered. There are, however, cer- 
tain general consequences to be ex- 
pected from the implementation of 
our proposals that will give some 
measure of the weight of the change. 


The trader will have to accept the 
cost of keeping such records as we 
regard as essential for a participation 
in the scheme. Tax Inspectors will 
have a more complicated system of 
control to maintain than they main- 
tain at present and they will have to 
face an appreciably heavier burden 
of work in ensuring that the condi- 
tions of the scheme are properly ob- 
served by a trader who has adopted 
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it. There is, of course, no means of 
knowing how widely it would be 
adopted. 

On the other hand we cannot re- 
gard all this additional work as mere- 
ly an extra burden due to our pro- 
posals. We think that the present 
system of control in relation to stock 
values is one of the weak points in 
tax assessment. By focusing attention 
on their basis and by laying down a 
set of definite rules to take the place 
of the uncertain principles that offer 
the only guidance today the scheme 
proposed will have the advantage of 
improving the whole method of con- 
trol in this important matter. 

The extent to which the yield of 
tax might be affected depends prim- 
arily upon the state of future eco- 
nomic conditions and the number and 
range of taxpayers who adopted the 
scheme. Given that stock values 
continue to remain relatively stable, 
as in the last two years, any reduc- 
tion of yield would be limited to 
those trades in which values con- 
tinued to increase and within them 
would depend on the proportion of 
base stock to total stocks. But a 
general rise in prices of the order of 
magnitude that was visible in, say, 
1950-51 might mean a very heavy re- 
duction indeed. 

Against these reductions would 
have to be set the recovery of tax 
arising from such events as cessations 
of business or a reduction of stock- 
holding below the figure of base 
stock. 


We do not think that the effect of 
these considerations is to outweigh 
the advantages of instituting a 
scheme on the lines that we propose 
What we are seeking to do is to pu! 
the treatment of stock in the com- 
putation of business profits on a more 
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rational basis than it rests upon at 
present: and until that is done es- 


timates of “loss” of tax seem some- 
what to beg the real question. 


APPENDIX 2 
Changes in the Trader’s Method of Valuing Stock in Trade 


1. The basic assumption is that the 
trader will count as profit or loss 
respectively the difference between 
the first cost and the ultimate sale 
proceeds of his stock in trade, that 
is to say, in spite of rising prices no 
permanent exclusion from income is 
permitted to reflect the fall in the 
purchasing power of money. Never- 
theless, during the continuance of his 
business the trader should be permit- 
ted to value his stock in hand on a 
basis appropriate to the type of busi- 
ness carried on by him, provided 
that such basis, if used consistently 
over a period of years, fairly reflects 
his profits. 


2. Accordingly, the trader would 
have an option to value his stock on 
any of the following bases, with lib- 
erty to value parts of the stock on 
one basis and other parts on other 
bases as he may opt: — 
(1) Cost at the accounting date com- 

puted — 

(a) on actual cost of identifi- 

able parcels, or 
(b) on the “first in first out 


> 


method, or 

(c) on the basis of the moving 
average, or 

(d) on the “standard” cost 


basis, ie., on the basis of a 
budgeted cost per unit, or 

(e) on estimated cost obtained 
by pricing the stock at cur- 
rent selling prices and de- 
ducting an amount equiva- 
lent to the normal profit 
margin and the estimated 
cost of disposal 

whichever is appropriate to the 





type of business and the nature 
of the stock concerned. 

(2) Market value of the stock at the 
accounting date, that is, either 
the price at which the stock 
could be replaced by purchase 
or the realizable value of the 
stock on a going concern basis, 
namely, after deducting from 
current selling prices the esti- 
mated further expenditure to be 
incurred in bringing the stock 
into the state in which it would 
be sold and the costs of sale, in- 
cluding delivery. 

(3) A combination of the lower of 
cost or market value for each 
item or group of items of stock 
at the accounting date. 


(4) Where base or standard quanti- 
tities of raw materials, work in 
progress or finished goods are 
proved to the satisfaction of the 
Board of Inland Revenue, with 
the right of appeal on the part 
of the taxpayer to the Board of 
Referees, to be essential to the 
proper functioning of a business, 
those quantities of the same or 
similar goods may be valued on 
the base stock principle adapted 
so that any net additions to the 
quantity of stock held are 
brought into the stock valuation 
at the average cost of the addi- 
tions. The initial stock at the 
commencement or first adoption 
of the scheme would then be 
valued at actual cost at that date 
and all replacements of that 
stock up to but not exceeding 
the initial quantity would be 
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valued at the same prices. All 
additions to the respective quan- 
tities of stock, after deducting 
the consumption or disposals 
during the accounting period, 
would be valued at the ‘average 
cost of those additions. The 
cost of the additions thus ascer- 
tained would be added to and 
averaged with the initial stock 
to form a moving average price 
of the entire stock of each of the 
respective kinds held by the 
trader. Any subsequent net re- 
ductions in quantity of stock 
would be regarded as having 
been used or disposed of out of 
the entire stock at the average 
cost price so ascertained thus 
avoiding the necessity of identi- 
fying any reduction with a par- 
ticular addition or “layer” of 
stock as is required under the 
U.S.A. system. 


If at any accounting date cost or 
market value computed as in (1) 
and (2) above respectively is lower 
than the value determined under (4) 
the lower value may be substituted 
and that lower value must then be 
adopted as the opening figure for the 
next accounting period. 


3. As a matter of mechanics in the 
trader's accounts the stock could be 
brought in at the figure resulting 
from the adoption of the chosen 
basis; alternatively, and this is to be 
preferred both for accounting rea- 
sons and so as to enable the Revenue 
to have a ready control, the trader 
could enter his stock at actual cost 
in his balance sheet and create a 
stock provision to reduce that cost to 
the chosen basis of valuation; such 
provision could then be deducted as 
a disclosed item in the balance sheet 
from the stock or included as a pro- 
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vision on the liabilities side of the 
balance sheet. 

4. The trader should have the right 
to adopt whichever of the above 
bases he chooses at the first account- 
ing date after the new scheme comes 
into force, or at any subsequent ac- 
counting date, but having once 
adopted such basis he should not be 
permitted to change from it for tax 
purposes except with the consent of 
the Board of Inland Revenue and 
subject to such conditions as they 
may require, with a right of appeal 
to the Board of Referees against any 
refusal or any condition imposed by 
the Board of Inland Revenue. 


5. Bases 2(1), (2) and (3) are con- 
ventional in this country. Basis 2(4) 
is a combination of the base stock 
and Lifo method of valuation and al- 
though not a new idea, being in fairly 
general use in the U.S.A. and Can- 
ada, it has not been generally used 
here. 


6. There would appear to be no in- 
herent transitional difficulties; the 
same basis of valuation must obvious- 
ly be employed at both the beginning 
and end of the first accounting period 
for which the scheme has been adopt- 
ed. The opening stock therefore will 
have to be valued on the new basis 
at the opening date. In the event of 
a change this will differ from the 
basis of valuation at the close of the 
preceding accounting period. It 
could be argued that the adjustment 
to the new basis at the beginning of 
the new basis could appropriately be 
ignored but on the other hand equity 
demands that such adjustment should 
be included as a credit (or a debit) 
in the tax computations, otherwise, 
taking the life of the business as a 
whole and bearing in mind that ulti- 
mately there should be brought to 
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credit the excess of proceeds over 
cost, the leaving out of this adjust- 
ment would constitute an unjustifi- 
able gap in this conception. On bal- 
ance, therefore, it seems that any up- 
lift should be included as a taxable 
credit, and any reduction in value as 
an allowable loss at the date of the 
change. 


7. There next falls to be considered 
the question of whether a trader, hav- 
ing adopted one of the permitted 
bases, should be allowed to switch 
to another of such bases and whether 
the difference caused by switching 
should be brought into account for 
tax purposes. It is suggested that 
this facility should be permitted pro- 
vided always that the basis of valua- 
tion adopted is not lower than any 
one of the four bases detailed above. 

The effect of the switch would be in- 

cluded as a taxable profit or as an 

allowable loss. 

8. Problems arise in determining 

what should be done in the event of 

any one of the following: — 

(1) A change in the nature of the 
business so that the whole of its 
stock is realized and it holds no 
other stock. 

(2) A change in the nature of the 
business so that henceforth the 
stock held is different in char- 
acter from that formerly held. 

(3) A change in the ownership of 
the business constituting a cessa- 
tion for tax purposes. 

9. In regard to 8(1), the stock in 

respect of which the provision will 

have been created, i.e., which has 
been effectively written down for tax 
purposes below historic cost, will no 
longer be held, therefore, in principle 
the provision or write-down is no 
longer required so that the whole of 
the proceeds of that stock should be 
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brought to account for tax purposes. 


10. In regard to 8(3), cessation, the 
basic principle is that when the busi- 
ness comes to an end the provisions 
or write-down of stock are no longer 
required and should be brought back 
into the tax computations. So as to 
protect the Exchequer against the 
possibility of these sums not being 
taxed in full owing to the operation 
of the cessation rules, it is suggested 
that the amount brought back should 
be separately assessed in much the 
same manner as a balancing charge 
on plant and machinery is dealt with 
on a cessation. Special cases, how- 
ever, require separate consideration. 
These are: — 


(1) Company reorganizations and 
amalgamations; in this field it is 
suggested that if there is no ma- 
terial change in the beneficial 
ownership of the share capital, 
ie., there is a continuance of 
common control, the rules 
should be the same as for the 
sales of plant and machinery be- 
tween companies under common 
control, namely, that the existing 
tax values may be transferred 
from the vendor to the pur- 
chaser. 


(2) In the case of individuals the 
inclusion of the stock write-back 
in the income of the year of ces- 
sation of business might well 
throw the taxpayer into a much 
higher rate of surtax than would 
otherwise be the case and there 
seems a good reason for grant- 
ing a right to spread back this 
special credit in so far as assess- 
ment to surtax is concerned. 
The number of years spread is 
a matter of choice but it is sug- 
gested that three would be ap- 
propriate. 
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11. With regard to 8(2), the general 
rule should be that a trader cannot 
be permitted to use, for the purpose 
of his stock-pricing, prices ruling at 
dates earlier than his first acquisition 
of the respective types of stock con- 
cerned. Consequently, where there 
is a change in the nature of the stock, 
stock of one kind being disposed of 
and replaced by stock of a different 
kind, any stock provisions previously 
set up and retained against stocks of 
a kind no longer held should be writ- 
ten back to profits; and as regards 
the new kinds of stock the trader 
should be in the position of adopting 
the scheme afresh with effect only 
from the date of purchase of the 
kinds of stock and on the bases of the 
costs then current. 
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There can, however, be a change 
in the kind of stock without there be- 
ing any change in the nature of the 
business. An example in point is 
that of raw materials which, whilst 
different from, are nevertheless of the 
same nature as, are interchangeable 
with and have been substituted in use 
for, the raw materials held at the end 
of the previous accounting period. 
In such a case it might be reasonable, 
if practicable, to ignore the substitu- 
tion and permit the goods in stock 
at the end of the accounting period 
to be valued on the basis of the prices 
or costs ruling for them at the date 
when the scheme commenced or the 
trader first adopted it or first acquired 
the substituted lines as the case may 
be. 
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Twenty Years of Canadian Wheat 
Board Operations 


Cc. E. GORDON EARL 


THE MARKETING of grain through a 
Government Board is not new in Can- 
ada. In June 1917 the Canadian 
Government adopted a policy of con- 
trolling the distribution and price of 
Canadian wheat in order to prevent, 
as far as possible, any wide fluctua- 
tions in wheat prices which might 
result from speculation or from the 
wartime hoarding of grain supplies. 
Accordingly, the Board of Grain 
Supervisors was established on June 
11, 1917. This was a compulsory 
Board which acquired all wheat pro- 
duced in Canada and which had full 
jurisdiction in the marxeting of the 
Canadian wheat crop. Trading in fu- 
tures on the Winnipeg Grain Ex- 
change was suspended during the 
period of the Board’s operations from 
September 1, 1917 to July 21, 1919. 
Just ten days after the cessation of 
government wheat operations under 
the Board of Grain Supervisors, the 
Canadian Government re-entered the 
field of wheat marketing. The futures 
market was again closed and The 
Canadian Wheat Board was created 
on July 1, 1919 to handle on a com- 
pulsory basis the 1919 wheat crop and 
the balance of the 1918 crop. 


However, there was a marked dis- 
tinction between the Board of Grain 


Supervisors of 1917 and The Canadian 
Wheat Board of 1919, in the kind of 
relationship which each of these 
Boards had with wheat producers. 
When the Board of Grain Supervisors 
acquired wheat, a fixed price was 
paid to the producers. Since the fixed 
price was also a final price, the opera- 
tions of the Board were for govern- 
ment account. The Canadian Wheat 
Board of 1919 paid to producers not 
only a fixed initial price, but also is- 
sued to them a participation certificate 
which entitled them to a share in any 
surplus which might subsequently be 
realized from the Board’s marketing 
operations. This carrying-on of Board 
operations for producer account was a 
new principle that was recognized 
later in marketing legislation. 


After the cessation of operations by 
the second Board in the autumn of 
1920, wheat prices showed a general- 
ly downward tendency. Whether 
rightly or wrongly, producers at- 
tributed to the Board system of mar- 
keting the better prices which had 
prevailed during the operations of the 
two government Boards from 1917 to 
1920. When prices declined through 
the period 1920-28, producers agi- 
tated for a resumption of the Wheat 
Board operations. There was much 
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discussion in that period concerning 
the power of Parliament to control 
the grain trade in peacetime. How- 
ever, Parliament yielded to the per- 
sistent pressures of western producers, 
and in 1922 enacted enabling legisla- 
tion designed to clear the way for a 
wheat marketing board. At the same 
time concurrent legislation was pass- 
ed by the Saskatchewan and Alberta 
Governments (while Manitoba did 
not follow suit). Saskatchewan and 
Alberta attempted to proceed with 
the organization of a wheat board, 
but their efforts failed, chiefly be- 
cause of their inability to obtain com- 
petent men for it. 


Phase of Cooperative Marketing 


After failing to secure a compulsory 
wheat board, western producers next 
turned their attention to the possi- 
bility of cooperative marketing. The 
Alberta Cooperative Wheat Producers 
Limited began handling and merch- 
andising wheat for its members in the 
fall of 1923, followed by the Saskat- 
chewan and Manitoba Pool organi- 
zations and their central organization, 
the Canadian Cooperative Wheat Pro- 
ducers Limited, in 1924. Voluntary 
cooperative marketing was thus sub- 
stituted for marketing through a com- 
pulsory governmental agency. These 
organizations, pooling producers’ 
grain and acquiring their own country 
elevators and terminals on a large 
scale, played a major role in the mar- 
keting of wheat during the period 
1923-30. 


Stabilization 

With the increased selling difficul- 
ties of 1928 and the sharp declines in 
grain prices which occurred late in 
1929, the pools were confronted with 
larger problems. The trend back to 


government participation in wheat 
marketing began when the three pro- 
vincial governments were called upon 
to extend financial guarantees to the 
pools. The Government of Canada 
reappeared in the wheat marketing 
picture in 1930 when the pools ran 
into further troubles resulting from 
falling prices and limited demand. 
This was marked by the institution of 
market stabilization measures which, 
in essence, amounted to government 
holding of cash grain and purchasing 
of futures at times when such action 
seemed necessary to stabilize the mar- 
ket. The government’s market stabi- 
lization operations were carried on by 
the central selling agency of the pools, 
financed by the lending banks under 
guarantee by the Government of 
Canada. Under these operations a 
substantial volume of wheat was ac- 
quired, and in the latter phases, large 
sums of money were involved. 


The Canadian Wheat Board Act, 1935 


In the 1935 Session of Parliament 
attention was directed to the enact- 
ment of new legislation which would 
provide a means of disposing of the 
large wheat holdings that had been 
acquired under government stabiliza- 
tion and, at the same time, would cre- 
ate machinery suited to the dual pur- 
pose of handling new crops and af- 
fording to producers a measure of 
price protection. The Canadian 
Wheat Board Act of 1935 established 
the Wheat Board as a marketing or- 
ganization to purchase wheat from 
producers on a voluntary basis, and 
to engage in the necessary marketing 
activities to dispose of wheat deliv- 
ered to it. The Act of 1935 provided 
for governmental responsibility in the 
establishment of Board initial prices. 
It provided that any surpluses realiz- 
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ed by the Board in the sale of pro- 
ducers’ wheat be payable to the pro- 
ducers on the basis of their deliveries 
to the Board, and that any deficits in- 
curred by the Board were for the ac- 
count of the Government of Canada. 


Early Wartime Period 

With the outbreak of war in 1989, 
the Canadian Wheat Board entered 
upon a period of new and enlarged 
activity. The highlight of the years 
to 1943 was a wheat surplus. The 
immediate impact of the war was to 
narrow export markets sharply for 
Canadian wheat, leaving the United 
Kingdom as the principal external 
wheat market available to Canada. 
At the same time, there was in Can- 
ada a record sustained production of 
wheat over a period of four consecu- 
tive crop years from 1939 to 1942. The 
Wheat Board was therefore called up- 
on to perform the dual function of 
conserving in Canada vast quantities 
of wheat against a time of later need, 
while supplying a limited volume of 
wheat and flour to the United King- 
dom and a few other markets. 

Under these wartime conditions 
more government action in the stor- 
age and production of Canadian grain 
was essential. Beginning in 1940, the 
powers of the Wheat Board were en- 
larged to permit control of producers’ 
grain deliveries at country points, and 
the government took measures to en- 
large immediately available grain 
storage capacity in Canada. Also, in 
order to meet a strong wartime de- 
mand for livestock and meat products, 
policies were adopted to assist in the 
adjustment of western farm produc- 
tion to fill Canada’s huge feed grain 
requirements. Despite these meas- 
ures, however, the commercial carry- 
over of wheat in Canada on July 31, 
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1943, was 595 million bushels, nearly 
six times the prewar commercial 
carryover of 102 million bushels of 
wheat existing on July 31, 1939. 


Special Wartime Operations for 
Government Account 

The Wheat Board, acting on behalf 
of the government, also conducted a 
number of special wartime operations 
which could properly be considered 
as subsidiary to the chief function of 
the Board of marketing producers’ 
wheat. In order to encourage the 
production of oil seeds for war pur- 
poses, the Government of Canada di- 
rected the Board to control the mar- 
keting of flaxseed, sunflower seed, 
rapeseed and soybeans. In accord- 
ance with government policy the 
Board purchased and sold stocks of 
these commodities at substantially the 
same price, with marketing costs paid 
by the government. The Board was 
charged with the responsibility for 
the administration of the Canadian 
Government's price ceiling policy for 
grain in the Western Division, and 
for the maintenance of floor prices for 
oats and barley. The Board became 
responsible for the collection of equa- 
lization fees on exports of oats and 
barley (these fees representing the 
difference between controlled domes- 
tic prices for oats and barley and the 
higher prices obtainable for these 
grains in export markets). The Board 
also administered drawback payments 
to flour millers and processors of 
wheat for human consumption in 
Canada as a means of controlling the 
price of domestic flour. 


Later Wartime Period 


When the fortunes of war turned 
in favour of the Allies in 1943 the 
first impact of enlarged demand for 
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export wheat was felt. The highlight 
of the years 1943 to 1946 was the dis- 
appearance of the wheat surplus 
which had crowded Canadian storage 
facilities in the earlier war years. In 
these years all of Canada’s huge war- 
time wheat reserves, together with a 
large part of our current wheat pro- 
duction, entered into consumption. 
The pressing objective of the Board 
operation was to effect a rapid move- 
ment of huge quantities of wheat in- 
to seaboard positions to meet exist- 
ing demand. 

The first large and unexpected de- 
mand arose in the United States in 
1943-44, when over 150 million bush- 
els of wheat and a large volume of 
oats and barley were shipped to that 
country for feeding purposes. In 
1944-45 the opening of the Medi- 
terranean area revealed a need for 
further large quantities of Canadian 
wheat. With the invasion of France 
came the rapid liberation of all West- 
ern Europe, and again large quanti- 
ties of Canadian wheat were called 
for in 1945-46. By the middle of 
1946 this country had made available 
to millions of people in Europe and 
Asia the last of her wartime wheat 
reserves together with a substantial 
part of her 1945 crop marketings. The 
magnitude of this wheat movement 
is indicated in the reduction of the 
commercial carryover of wheat from 
595 million bushels on July 31, 1943 
to about 70 million bushels on July 
31, 1946. 


Sole Agency 

When export markets for Canadian 
wheat began to open in 1943, in- 
creased upward pressures were 


placed upon the ceiling that had been 
imposed on wheat prices in this coun- 
try. A government announcement on 
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September 27, 1943 brought about the 
discontinuance of trading in wheat 
futures on the Winnipeg Grain Ex- 
change and the constitution of the 
Canadian Wheat Board as the sole 
agency to receive Western Canadian 
wheat from producers. At the same 
time Board holdings of wheat in 1940, 
1941 and 1942 crop accounts, amount- 
ing to some 300 million bushels, were 
purchased by the government as 
Crown wheat. The Board disposed 
of the Crown wheat stocks govern- 
ment account for special purposes 
such as the fulfilment of Canadian 
commitments under mutual aid and 
the provision of subsidized wheat for 
domestic use. This purchase by the 
government permitted the 1940, 1941 
and 1942 crop accounts to be closed 
out and a final payment thereon to be 
distributed to producers. The final 
payments marked the start of a series 
of profitable wheat operations on the 
part of the Canadian Wheat Board 
and on each succeeding pool the 
Board has since had a surplus for dis- 
tribution to producers. 


When the Wheat Board became 
the sole commercial marketing agency 
for western wheat in 1943, authority 
for this extension of Board powers 
rested in the War Measures Act until 
1945, and subsequently in the Nation- 
al Emergency Transitional Powers 
Act until 1947. However, in July, 
1946 this country entered into the 
Canada- United Kingdom Wheat 
Agreement. It was held at that time 
that the proper peacetime implemen- 
tation of this international wheat 
agreement could best be effected if 
the Wheat Board continued to exer- 
cise its exclusive marketing powers. 


Accordingly, to provide for the per- 
petuation in peacetime of Board pow- 
ers beyond the expiry date of the 
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government's wartime emergency 
legislation, Parliament amended the 
Wheat Board legislation at the 1947 
Session by writing the “sole agency” 
features into the Canadian Wheat 
Board Act itself. Commencing in 
1949, Canada has continuously been 
a party to the first and the revised In- 
ternational Wheat Agreements. The 
peacetime marketing powers acquired 
by the Board under the 1947 amend- 
ments have been extended from time 
to time by Parliament, and the Board 
is currently authorized to act as the 
sole agency to receive commercial 
wheat in the Western Provinces un- 
til July 31, 1957. 

At the 1949 Session of Parliament 
provision was made for the powers of 
the Board with respect to wheat to 
be extended to the commercial mar- 
keting of western oats and barley. 


Significance of Initial Prices 

Important powers devolve upon the 
Board in the matter of price protec- 
tion and market stabilization for the 
producers. Under s. 25 of the Cana- 
dian Wheat Board Act the Board is 
directed to undertake the marketing 
of wheat (as well as oats and barley ) 
produced in the Western Provinces in 
interprovincial and export trade. For 
this purpose the Act requires the 
Board (1) to purchase all western 
wheat, oats and barley offered by a 
producer for sale and delivery to the 
Board at an elevator or in a railway 
car, and (2) to pay to the producer 
an initial price per bushel according 
to grade. For each crop year an in- 
itial price is set by order in council 
for the basic grade of wheat, oats 
and barley, and initial prices for all 
other grades are then established bv 
the Board with government approval 
in relation to the basic grade. 


Here we have probably one of the 
most significant features of the Wheat 
Board system of grain marketing. The 
fixing of Board initial prices for 
wheat, oats and barley is a matter 
of far-reaching importance for the 
well-being of the 240,000 prairie pro- 
ducers of grain in commercial quan- 
tities, and for all of the other sectors 
of the Canadian economy that depend 
upon prairie agriculture for part of 
their market. 

It is a natural development that the 
Government of Canada should have 
final responsibility in the establishing 
of initial prices since the government 
assumes very large financial obliga- 
tions in connection with the Wheat 
Board’s operations. Under the Act, 
all Board surpluses accumulated in 
the marketing of grain must be paid 
to the producers who delivered the 
grain to the Board, while any deficits 
incurred are for the account of the 
government. Consequently, because 
the degree of risk borne by the gov- 
ernment is closely related to the level 
of the initial price, the government, 
together with the Board acting in an 
advisory capacity, gives intensive con- 
sideration to the establishment of in- 
itial prices from year to year. 

In spite of the importance of this 
subject, however, there does not seem 
to be any one basic principle which 
governs the fixing of initial prices. 
For example, in the fixing of the 
Board initial wheat price in 1938 and 
1939 consideration was undoubtedly 
given to the devastating effects of the 
price levels of the 1930’s upon the 
western economy. The Government 
of Canada not only considered the 
market value of wheat, but also at- 
tempted to give some measure of sup- 
port to the economy of Western Can- 
ada. In the marketing of the 1938 
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and 1939 crops, the Board incurred 
deficits of $61.5 million and $8.4 mil- 
lion respectively. 


On the other hand, in the years 
from 1940 to the present time the fix- 
ing of initial prices by the govern- 
ment has no doubt been more closely 
related to market values and to a 
basis which would enable the Board 
to operate with a surplus and a final 
distribution to producers. Each suc- 
cessive pool account since 1940 the 
Board has in fact operated with a sur- 
plus, thus resulting in a distribution 
of funds to producers beyond the 
guaranteed price levels established by 
initial prices. This has eliminated 
for the past decade and a half any 
necessity of calling upon the national 
treasury to meet a Wheat Board defi- 
cit. Nevertheless, the potential larger 
effect of the Board’s initial price is im- 
portant for its does serve as a measure 
of basic protection to producers and 
constitutes a stabilizing element in the 
western economy. 


Early in the Five-Year Pool (op- 
erated by the Board from August 1, 
1945 to July 31, 1950) the practice 
was introduced of increasing the level 
of initial prices within the pool 
period. This development has been 
continued in the administration of 
various wheat, oats and barley pools 
since that time. Whenever the Gov- 
ernor in Council authorizes an in- 
creased initial price within a pool 
period, the Board’s country buying 
price is raised by the amount of the 
increase for all grain purchased from 
producers after the effective date of 
the increase. At the same time a 
retroactive (adjustment) payment is 
made to producers on all grain deliv- 
ered to the Board prior to the effec- 
tive date of the increase. 


Basically, the raising of _ initial 
prices within a pool period reflects a 
policy of conservative initial pay- 
ments early in the crop year, which 
may later be increased as Board sell- 
ing proceeds. By taking into account 
the financial position of the pool, an 
effort is made to assure the govern- 
ment that higher initial prices will 
not result in a Board deficit for the 
whole pooling period. 


Commercial Basis of Operations 
While the modus operandi of the 
Board is outlined by parliamentary 
statute and by order in council, and 
while in some instances the powers 
and duties of the Board are subject 
to approval by the Governor in Coun- 
cil, these powers and duties are fund- 
amentally similar to those given to 
any corporate body through the me- 
dium of its letters patent of incorpora- 
tion and its supplementary by-laws. 
The Wheat Board has power to enter 
into any transactions relevant or inci- 
dental to the purchase, storage, trans- 
portation and sale of grain. It may 
engage in ordinary commercial bank- 
ing operations on its own credit and 
may sue or be sued in its own name. 


Role of the Grain Trade 

Despite the magnitude of its op- 
erations, however, the Wheat Board 
does not own or operate grain hand- 
ling facilities of any kind. The Board 
works through the facilities possessed 
by private and cooperative elevator 
organizations, shipping and exporting 
companies and flour and feed mills, 
who act as Board ents in accord- 
ance with the provisions of signed 
agreements between themselves and 
the Board. Immediately upon deliv- 


ery by a producer into an elevator or 
railway car, western-grown wheat, 
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oats and barley become subject to 
Board ownership and control. The 
companies acting as Board agents re- 
ceive remuneration for their services 
either by means of commissions or 
through carrying charges. 

When a producer delivers wheat to 
a country elevator he receives pay- 
ment from the elevator company on 
behalf of the Board basis the fixed 
initial price in effect at the time of 
delivery. From the date of purchase 
the elevator company as a Board re- 
ceives carrying charges for handling 
this wheat, consisting of storage, plus 
interest to reimburse the company for 
funds disbursed to the producer on 
behalf of the Board. It is the duty 
of the elevator company to ship 
wheat received from producers to 
terminal elevators at the Lakehead 
and Vancouver, and to interior term- 


inal elevators and mills, in accordance 


with Board instructions. As these 
shipments are completed to the desti- 
nations indicated, the company re- 
ceives warehouse receipts or mill out- 
turns as documentary evidence of 
wheat unloaded. When these docu- 
ments are presented to the Board the 
company is reimbursed by the Board 
on the basis of the initial price for 
the grade and quantity set forth in the 
document, and the point of unload. 


Board sales of wheat are negotiat- 
ed either through the medium of 
agents or directly by the Board on its 
own initiative. In order to effect sales 
for shipment from St. Lawrence or 
Atlantic ports, or for domestic con- 
sumption in Eastern Canada, it is ne- 
cessary for the Board to transport its 
supplies of wheat to eastern destina- 
tions. It is the shipping and export- 
ing companies, acting as agents of the 
Board, who undertake to move wheat 
into saleable and exportable positions 
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in the East in accordance with Board 
direction. The Board’s eastern wheat 
supplies are sold to the shipping and 
exporting companies as “agency 
stocks” on a provisional price basis, 
and the Board receives a provisional 
advance from the companies. When 
a sale has been completed by the 
agents to an ultimate buyer, the ship- 
per or exporter involved submits an 
account sale to the Board setting out 
the final disposition of the Board’s 
“agency stocks”. At the same time 
all necessary adjustments are made for 
the provisional advance originally 
paid to the Board and for all forward- 
ing charges incurred in the eastward 
movement. 


Magnitude of Board Operations 

A few figures on the actual opera- 
tions of the Board in marketing west- 
ern wheat, oats and barley will serve 
to indicate the strategic role played 
by the Board in the economy of the 
three Prairie Provinces and in the 
general economic structure of Can- 
ada. From August 1, 1935 to the end 
of the crop year 1953-54 the Board 
has taken delivery from producers of 
a total of 5,273 million bushels of 
wheat, having a value basis the fixed 
initial prices in effect at time of de- 
livery of $6,238 million. Since the 
Board commenced the marketing of 
producers’ oats and barley in 1949, a 
total of 524 million bushels of oats 
and 533 million bushels of barley with 
a value of $315 million and $490 mil- 
lion respectively, basis the fixed ini- 
tial prices in effect at times of deliv- 
ery, were marketed by producers 
through the Board to the end of the 
crop year 1953-54. 

During most of the crop years since 
1945-46 the Government of Canada 
has directed the Board to make in- 
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creases in the initial prices paid to 
producers of wheat, oats and barley. 
As a consequence the Board from time 
to time also made adjustment pay 
ments to producers with respect to 
wheat, oats and barley delivered by 
producers between the commence- 
ment of the crop year in question and 
the effective date of the increased 
initial payment for that crop year. 
Since 1945 Board adjustment pay- 
ments to producers have amounted to 
$592 million for all grains to the end 
of the crop year 1953-54. 

The marketing operations of the 
Board in respect to these large quan- 
tities of grain have resulted in deficits 
totalling some $82 million which were 
payable by the Government of Can- 
ada, and in surpluses amounting to 
$822 million which were repayable by 
the Board in the form of interim and 
final payments to producers. The 
deficits referred to here were incurred 
through marketing operations on the 
1935, 1936, 1938 and 1989 crop ac- 
counts. It should be noted, however. 
that during these years the Board op- 
erated as a voluntary Board, and only 
received wheat from producers when 
the open market price for wheat fell 
below the fixed initial price offered 
by the Board. It is apparent, there- 
fore, that under conditions such as 
these Board operations must necessar- 
ily result in deficits. 


Board Administration 

At the present time four commis- 
sioners comprise the Wheat Board, 
whose appointment to office and rate 
of remuneration is fixed by the Gov- 
ernor in Council. The Board appoints 
its own executive officers necessary to 
the conducting of its operations, in- 
cluding in the main a secretary, a gen- 
eral sales manager, a comptroller, a 


country operations manager, a solici- 
tor and the managers of several 
branch offices. The executive officers 
in turn have associated with them as- 
sistants and employ personnel neces- 
sary to ensure the proper conduct of 
Board business and implement its de- 
cisions. 

The Board organization is not sub- 
ject to the provisions of the Civil Ser- 
vice Act in the appointment of of- 
ficers or the employment of staff. 

The Board itself meets in regular 
sessions to discuss the policies and 
problems related'to the marketing of 
western grain. Board discussions re- 
volve around such matters as the 
transportation, handling, storage, fi- 
nancing, pricing and sale of grain, 
and the delivery of grain by pro- 
ducers. 


Cost of Administration 

A major consideration in the ad- 
ministration of a public body is the 
personnel requirements and the costs 
of operation. Both of these factors 
will be affected to an important de- 
gree by the number of separate op- 
erations which the Board is conduct- 
ing at any one time. During the first 
year of its operations in 1935, for ex- 
ample, the Board employed an aver- 
age of 130 persons with an annual 
payroll of about one-quarter of a mil- 
lion dollars. As the scope of Board 
operations increased, the personnel 
employed increased correspondingly. 
Subsequent to 1944 a number of the 
operations conducted by the Board on 
behalf of the Government of Canada 
as war expedients were completed and 
the personnel employed by the Board 
decreased accordingly. Beginning on 
August 1, 1949, personnel require- 
ments were again extended by the in- 
clusion of western oats and_ barley 
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within the jurisdiction of the Board. 
By July 31, 1954 the Canadian Wheat 
Board was employing 730 persons in 
its various offices located at Winnipeg, 
Calgary, Vancouver, Washington, 
D.C. and London, England, and its 
annual payroll reached a total of 
slightly more than $1.8 million for 
the crop year 1953-54. The Board’s 
total administrative and general ex- 
penses, including the payroll, were 
just under $2.8 million for the same 
year. This amount does not include 
items of expense applicable to actual 
marketing operations such as storage 
charges, interest and freight differ- 
entials. 

It is necessary, of course, to al- 
locate to the various operations con- 
ducted by the Board the proportionate 
share of the total administration ex- 
penses that is applicable to each in- 
dividual operation. This allocation is 
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accomplished principally on a cost 
analysis basis and on the basis of the 
bushels handled by each particular 
account. It is interesting to note that 
throughout the years of the Board op- 
erations since 1935, the per-bushel 
cost of administration expenses in the 
handling of producer grain has never 
exceeded two-fifths of one cent per 
bushel. 


In conclusion it should be said that 
an organization carrying out opera- 
tions on the magnitude that has been 
described here can be successful in 
the long run only on the basis of a 
competent and well-trained personnel 
which devotes itself to the day to day 
tasks of the organization and to the 
larger purposes of the organization. 
In the administration of the affairs of 
the Canadian Wheat Board, great 


stress is laid upon the personnel fac- 
tor. 








Spotlight on Prospectuses 


(Part IV) 


Cc. W. LEACH 





In THE UNITED Kingdom the methods 
followed in the distribution of securi- 
ties differ somewhat from our own. 
There, the entrepreneur in the mat- 
ter is known as the “issuing house” 
very often in the form of an institu- 
tion known as a “merchant bank”. 
The merchant banks originated as 
privately owned concerns but now 
have considerable public participa- 
tion. They do a variety of financial 
and banking transactions apart from 
what would be recognized as “com- 
mercial banking”. These include 
trading in foreign exchange, dealing 
in bullion, dealing in bills of ex- 
change, arbitrage in securities and 
foreign exchange, “deals” in compan- 
ies, and finally the business of ar- 
ranging new issues. The merchant 
bank as such is unknown in_ this 
country but most of their functions 
are performed in the United States 
and Canada by some of the invest- 
ment dealers. 


The Issuing Houses Association 
consists of some 55 members and 
there are evidently a number of other 
concerns who act as issuing houses 
while not being members of that As- 
sociation. By way of comparison 
there were 18 “principal issuing 


houses” in Canada at the correspond- 
ing date. 


Procedure for Issuing Shares 

The issuing house, then, is the one 
who will either seek out companies 
requiring capital or conversely be ap- 
proached by them. It will design 
the issue to meet the needs of the 
company and match the mood of the 
market and generally arrange for the 
preparation of the prospectus. Fol- 
lowing this point, however, the pro- 
cedure differs from the Canadian. 
Instead of buying the issue “en bloc”, 
as is done in Canada, the general 
practice is for the issuing house to 
“underwrite” the issue for a stated 
commission. In other words, sub- 
scriptions are invited from the public 
(returnable in some cases to the 
company, in some cases to a bank 
and in others to the issuing house) 
and any shares not so taken up must 
be bought from the company by the 
underwriter. 

In these circumstances, it is com- 
mon practice for the issuing house to 
invite other issuing houses and large 
investors, such as insurance com- 
panies, investment trusts and pension 
funds to become sub-underwriters 
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for a smaller commission, perhaps 
two-thirds. Thus if “the underwriters 
have to take up the issue themselves” 
it does not mean financial embarrass- 
ment for dealers as it might in this 
country, but only that a group of in- 
surance companies or similar institu- 
tions have made an investment that 
thev were quite willing to make all 
along. 

In this way the success of the issue 
is assured and the risk is spread. 
Variations of this procedure take 
place. The issuing house may place 
the issue more or less entirely with 
other houses or large investors, so 
that an invitation to public subscrip- 
tion may not be made, or if made 
may be a mere formality. Thus the 
issue is “privately placed”. It may 
also offer the shares by letter to its 
own clients, there being rules which 
limit public circularization. 

One incidental effect of all this is 
that the issuing houses as underwrit- 
ers or sub-underwriters may have 
continuing investments in the securi- 
ties they have underwritten and thus 
may exert a more lasting influence 
in a company’s affairs than is normal- 
ly the case in this country. 


Role of the Stockbroker 


Another participant in the arrange- 
ment is a stock broker. All issues of 
any importance, including bonds (or 
debentures as they are likely to be 
called) are listed or “quoted” on one 
of the stock exchanges, of which the 
London Stock Exchange is, of course, 
the most important. The application 
for quotation must be sponsored by 
a member of the exchange, who will 
later help make the market in the 
issue, and his sponsorship is import- 
ant to the success of the issue. It 
is also usual for the Council of the 
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Exchange to require that at least two 
jobbers (members who trade for their 
own account) agree to open a book 
in the shares. One direct result is 
that a good market may be quickly 
available and the general public may 
be able to buy an attractive security 
(at an appropriate price) on the 
open market, but in fact out of the 
portfolios of the underwriters, or con- 
versely the underwriters may be able 
to dispose of a less successful issue 
over a period of time. 


To complicate matters somewhat. 
it sometimes happens that a stock- 
broker will act as underwriter even 
though that is not his normal func- 
tion. This is done apparently only 
in cases where the success of the is- 
sue can be foreseen by sub-under- 
writing or otherwise, because the 
broker does not usually have the re- 
sources to take up a large investment. 


The foregoing resume is sufficient 
to show that the procedure is differ- 
ent in a number of respects from 
that to which we are accustomed, and 
the functions of the issuing house 
can be summarized in three cate- 
gories: 


1. As the professional adviser who 
for a fee from a company under- 
takes all the work of an issue, in- 
cluding the preparation of the 
prospectus, the arrangements for 
underwriting, the preparation of 
announcements and _ advertising, 
and in general the coordination of 
the services of solicitors, account- 
ants and brokers. 


2. As an entrepreneur where it ac- 


quires the whole of the issue and 
offers it to the public; in such a 
case it may and usually does ar- 
range an underwriting of a sub- 
stantial portion of the issue. 
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3. As the agent in a “placing”, that 
is to say where a portion of the 
company’s capital is sold private- 
ly, generally to institutional in- 
vestors. This is often accom- 
panied by arrangements for a 
stock exchange quotation where- 
by the issuing house will make 
available to the market some rea- 
sonable proportion of the shares. 


Provisions of the U.K. Companies Act 


The Companies Act was complete- 
ly rewritten in 1948 following an ex- 
tensive enquiry by a Royal Com- 
mission headed by Lord Justice Co- 
hen. Sections 38 to 40 of the Act 
describe the circumstances under 
which a prospectus must be issued 
and the general procedures to be fol- 
lowed, and while somewhat more 
comprehensive than the requirements 
of the Dominion Companies Act, are 
still similar, and for that reason need 
not be repeated here. The Fourth 
Schedule to the U.K. Act contains the 
counterpart of our so-called statutory 
information and the requirements for 
the report of the auditors. 

Reports from the auditors are re- 
quired in connection with the follow- 
ing four matters: 

(a) profits or losses 

(b) assets and liabilities 

(c) rates of dividends paid 

(d) accounting date. 

The report on profits and _ losses 
must be in respect of each of the five 
financial years immediately preced- 
ing the date of the prospectus and 
must include the profits and losses 
of subsidiary companies, either sep- 
arately or as a group or combined 
with those of the holding company 
with allowance for minority interests. 

It is also required that the report 
shall indicate by note any adjust- 


ments to the profits and_ losses 
which should be made or which have 
been made. It appears that, in earn- 
ings reports, auditors in the United 
Kingdom are much more inclined to 
make adjustments to the profits of 
companies as already reported in 
their annual accounts than is the case 
in this country. It may perhaps be 
assumed that these cases arise large- 
ly where companies are becoming 
public companies for the first time 
or being first brought into a group 
of public companies, for the principle 
is also enunciated in professional 
writings that in general the audited 
accounts should be altered as little 
as possible. 
English Institute Recommendation 

The English Institute, like the Am- 
erican and our own, issues a series of 
recommendations on accounting prin- 
cinles and its Recommendation 
XVI says that the circumstances 
where adjustments are required are 
usually (a) where facts have subse- 
quently become known which would 
have affected the accounts if known 
at the time of their preparation (the 
best example of which is the rebate 
of profits under contracts subject to 
cost audit), (b) where there are ma- 
terial sources of revenue or categories 
of expenditure which are not expect- 
ed to recur, for example where sub- 
sidiary companies or divisions of a 
business may have been acquired or 
disposed of, and (c) where there has 
been a change in accounting prin- 
ciples applied or where accepted ac- 
counting principles have not been 
applied. A good example of the last 
would be the revision of inventory 
valuations to a consistent basis. 

As would be expected the tenour 
of the Institute’s recommendations is 
to the effect that while the account- 
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ants’ report is necessarily confined to 
past results and does not purport to 
deal with future prospects, the in- 
vestor is entitled to regard the re- 
port as a source of information upon 
which he may rely in forming his 
own assessment of the prospects of 
the business. Therefore the report- 
ing accountants should exercise their 
own judgment as to whether or not 
any particular adjustment would be 
appropriate. With this understand- 
ing, however, it may be of interest 
to record the Institute’s attitude on 
a few important points. 


1. TAXATION 

In the U.K. the treatment of taxa- 
tion in earnings reports is much 
more difficult because of the differ- 
ences in the tax system. Profits taxes 
are affected by the amount of divi- 
dends paid and income taxes are 
considered to be payments on ac- 
count of the ultimate liability of the 
individual shareholders and are in 
effect recovered from them on the 
payment of dividends. Since the 
amount of dividends may vary as be- 
tween the period covered by the 
earnings report and future periods 
after the securities have been issued 
it follows that the taxes paid in the 
past may be no indication whatever 
of the pattern to be expected in the 
future. As a result it is reeommend- 
ed that in the absence of exceptional 
circumstances the report need not 
make any provision for taxes. 


2. Srock IN TRADE 

Emphasis is placed on the need 
for a review of the method of valuing 
stock in trade, to see that proper 
inventory methods have been con- 
sistent from year to year, reference 
being made to the construction busi- 
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ness where methods of drawing down 
profits from contracts vary consider- 


ably. 


3. NON-RECURRING EXPENDITURES 


Adjustments to eliminate non-recur- 
ring expenditures are discouraged be- 
cause of the difficulty of establishing 
that any particular expenditure is in 
fact foreign to the pattern of the 
business but it is suggested that 
where a loan of fixed amount is to 
be repaid out of the proceeds of an 
issue it may be appropriate to elim- 
inate the interest thereon with due 
disclosure. 


4. CHANGES IN SOURCES OF INCOME 


It may or may not be desirable to 
allow for material changes in the na- 
ture of the business or the sources of 
income depending upon the circum- 
stances. Where another business has 
been acquired by means of an issue 
of share or loan capital it may be ap- 
propriate to show the income earned 
by that business during the whole 
period of the earnings report. (Where 
a business is to be acquired out of 
the proceeds of a new issue a report 
on the profits of that business must 
be given in accordance with the re- 
quirements of the fourth schedule to 
the Companies Act.) On the other 
hand where another business has 
been acquired out of existing re- 
sources, the profits of such business 
for the years prior to the acquisition 
should not be included since it mere- 
ly represents a change in the use of 
the resources. The same considera- 


tions would apply in reverse if a dis- 
tinct and material section of the busi- 
ness had been discontinued or sold 
and the profits attributable thereto 
were ascertainable. 
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5. CapiraAL EXPENDITURE WRITTEN 

OFF 

It is recommended that these 
should not necessarily be adusted, re- 
gardless of whether or not they have 
been allowed for taxation purposes, 
the theory being presumably that the 
company has committed itself to an 
accounting policy and should not be 
encouraged to tell a different story 
when it appears to be to its advan- 
tage. In cases where such an ad- 
justment is made the effect on the 
adequacy of the depreciation pro- 
visions should be considered. 

6. Periop CoveRED BY THE REPORT 

The accountants should always 
consider whether the minimum peri- 
od required by law or by stock ex- 
change requirements presents an 
adequate view of the results and if it 
does not they should extend the 
period or make appropriate com- 
ments. 

The Institute also considered in 
an earlier recommendation (Recom- 
mendation XIII) the question of de- 
preciation in relation to prospectuses. 
In addition to dealing with a number 
of points with which most account- 
ants are familiar, this recommendation 
follows a strong line for cases where 
fixed assets have been written up. It 
says that while it is not practical to 
make adjustments in the depreciation 
provisions for past years the report 
should indicate the approximate fu- 
ture annual requirement computed 
on the basis of the valuation and give 
a comparison with the actual provi- 
sion made in the last year. 


The introductory comments to the 
recommendation state that “deprecia- 
tion will in future necessarily be cal- 
culated on the valuation figures, re- 
sulting in future earnings being 
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charged with sums which might be 
considerably in excess of those 
charged in the accounts during the 
period covered by the report”. If 
this statement is to be taken at its 
face value, it means that having once 
written up the figures, and perhaps 
having sold securities or obtained 
credit on the strength of them, the 
company must then write off the new 
values out of future earnings and 
that members of the Institute would 
not be expected to tolerate the prac- 
tice of charging the annual deprecia- 
tion on the increase against an ap- 
praisal reserve. 

Indeed, the Institute’s recommen- 
dation goes so far as to say that even 
in those cases where the appraised 
value of fixed assets is not introduced 
into the books but is merely used as 
a representation as to the asset cover 
in the text of the prospectus, the re- 
porting accountants should ascertain 
that the directors’ estimate of the 
future profits available for dividends 
as shown in the prospectus has been 
arrived at after appropriate deduc- 
tions have been made for the net 
profits which it will be necessary to 
retain as reserve in order to main- 
tain the asset cover indicated in the 
prospectus. If such deductions have 
not been made, the accountants 
should see that there is sufficient in- 
formation in the prospectus to show 
how far the directors have taken this 
factor into account. It is stated that 
they should satisfy themselves on 
these points before consenting to the 
inclusion of their report in the pros- 
pectus. 

The report on assets and liabilities 
required under the fourth schedule to 
the Companies Act must deal with 
the assets and liabilities of the com- 
pany at the last date to which the ac- 
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counts were made up and if the com- 
pany has any subsidiaries, must in ad- 
dition deal with the assets and lia- 
bilities of the subsidiaries either com- 
bined or separately with due allow- 
ance for what would be termed min- 
ority interests. 

A balance sheet is not required and 
presumably would not provide com- 
pliance. It may be recalled that in 
an earlier recommendation the Insti- 
tute recognized that a balance sheet 
contains elements which are neither 


Fixed assets, less accumulated depreciation 


Current assents tie 
Less: Current liabilities 
Net current assets 


Provision for income tax 
Net assets excluding goodwill 
Representing — Preferred shares 


Ordinary shares 


Capital reserve 


Revenue reserves and u 


The report on the rates of divi- 
dends paid must be in respect of 
each class of shares in the company 
for the five financial years preceding 
and needs no particular comment ex- 
cept to note that it is a requirement 
not found in this country. Similar- 
ly, if no accounts have been made up 
within the period three months be- 
fore the issue of the prospectus, the 
accountants’ report must contain a 
statement of that fact. 


The London Stock Exchange has 
certain specific requirements which if 
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asset nor liability and consequently 
that the use of the headings “assets” 
and “liabilities” is inappropriate and 
unnecessary. Consistent with this 
earlier recommendation, Recommen- 
dation XVI provides that the state- 
ment of assets and liabilities required 
for prospectuses be so arranged that 
the liabilities are deducted from the 
assets to arrive at proprietary interest. 
A typical statement (omitting the de- 
tails of the main captions) would 
take the following form: 


1,000,000 
iO rl 700,000 
200,000 
ae 500,000 
900,000 
100,000 

£ 1,400,000 
600,000 
600,000 
1,200,000 
50,000 
150,000 


£ 1,400,000 


nappropriated profit 


not covered in the accountants’ re- 
port or in the prospectus may call 
for a letter to be written to the Stock 
Exchange by the reporting account- 
ants. The most important of these 
is that the accountants are required 
to confirm in writing that stock in 
trade has been properly taken and 
valued for the period covered by the 
report. Another is that the report on 
earnings is required for a period of 
ten vears (or for whatever less period 
the company has been in existence). 


(To be concluded) 

















$$$ 





Professional Developments 


Excerpts from an address given by Sir Hartley Shawcross, M.P. 
in the Guildhall to the Chartered Accountants Students’ Society 


Last Ocroser Sir Hartley Shawcross, 
Q.C., M.P., Attorney-General in the 
last Labour Government and current- 
ly chairman of the General Council 
of the Bar, addressed over a thousand 
members of the Chartered Account- 
ants Students’ Society of London in 
the Guildhall. 

As some of Sir Hartley Shawcross’ 
remarks refer to subjects which are 
discussed from time to time in our 
columns, we are pleased to reproduce 
extracts from his address which was 
published in full in the December 
10th issue of The Accountant. 


On Passing Examinations: “Merely 
passing an,yexamination is not the 
only thing. In our professions edu- 
cation is really a continuing process. 
It is not limited, as examinations 
sometimes have to be limited, to 
merely technical matters. You are 
not likely t’ get the most enjoyment 
out of life or to be the most useful 
member of your profession if you 
content yourselves with securing the 
necesssary qualifications and passing 
the necessary examinations. 


“I believe it is very important to 
study rather more widely than you 
need to just for the purpose of pass- 
ing your examination, to read a good 
deal more widely than the textbooks 


prescribe for you and to try to de- 
velop a broad background with other 
interests outside those immediately 
concerned with your own profession.” 
On Reading Widely: “Then, of 
course, in your profession, which has 
such an imporfant and_ increasing 
part to play in the coinmercial and 
industrial life of the country and in 
the country’s general economic at- 
fairs, it is very desirable, not only to 
read widely in the humanities, but 
also to make some study of economic 
matters; to read, for instance, those 
publications which the banks put out, 
the monthly magazines which almost 
invariably contain at least one very 
instructive article by someone who is 
a real authority. By doing that kind 
of thing, you will be able to play a 
much more useful and important 
part, both in your professional career 
and in the life and affairs — politics 
and economics — of your country as 
a whole. 


“Do not confine yourself more than 
you are bound to do to the narrow 
technicalities in those years when you 
are training yourself for the career 
which you are going to follow. Your 
practice in the end in some establish- 
ed kind of employment will require 
you, as a qualified chartered account- 
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ant, to engage in clear thinking, to 
make courageous decisions on ques- 
tions of policy and you will be much 
better able to make such decisions 
and to maintain a high standard of 
professional efficiency and conduct 
in your affairs if you have read as 
broadly and widely as you could.” 
On Professional Honesty: “Your task 
is primarily to serve honesty in com- 
merce and business. These are, of 
course, dangerous and difficult days 
and not only highly competitive days. 
These are days in which we are all 
of us very much concerned with get- 
ting and spending as quickly as we 
reasonably can, and days in which 
very high rates of taxation make it 
very difficult for many to do so in an 
honest way. There are many oppor- 
tunities to conduct malpraxis of one 
kind or another and depart from the 
strict standards of professional and 
commercial honesty. There are people 
who are prepared to juggle with the 
law and with figures if they can get 
the professional man to assist them. 
You must not allow yourselves to be 
parties to anything of that kind.” 


On the Loyalties of the Profession: 
“We carry ‘the loyalties of the pro- 
fession’ from generation to genera- 
tion. They are not things you can 
absorb from lectures and books. They 
are traditions and standards of con- 
duct which you acquire by seeing 
how things are done during the very 
useful period of serving your articles 
before you start out on your own 
vareers. They are things you find 
through constant association with the 
older members of your Institute and 
through consultation, when problems 
arise, with your more experienced 
colleagues. 


“That is a thing which it is very 
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important to remember, and it is an- 
other of the things which distin- 
guishes your position as members of 
the profession from that of the or- 
dinary individual engaged in trade or 
commerce. You are not someone who 
stands alone, you are a member of a 
profession. If you do anything wrong 
then, of course, you are letting the 
whole side down, you are lowering 
the tone of your profession. If you 
do anything right, on the other hand, 
you are promoting the interests of 
your profession, and if you find it 
necessary to take a stand on some 
point of principle which is right, al- 
though it may be unpopular, you will 
find the other members of the pro- 
fession rallying round and _ support- 
ing you. In a sense, a profession is 
a kind of brotherhood, and highly 
competitive as we are — yours is a 
competitive profession and so is mine 
— yet it is remarkable how we try 
and succeed in behaving towards 
each other in a really brotherly way. 
That is something which is vitallv 
important to professional life. 


“We have in our profession a three- 
fold loyalty — a loyalty to our clients 
to do the best we possibly can for 
them, to use our skill and judgment 
as far as we possibly can in their in- 
terests; then we have a loyalty to the 
great and honourable profession to 
which we belong, to maintain _ its 
great traditions and high standards 
and, finally, above all, we have got 
a loyalty to our country and, I sup- 
pose, also to ourselves. If we succeed 
in maintaining these three loyalties, 
then, whilst we may hope to attain 
success, we can at least feel sure that 
we shall do nothing to injure the 
great profession to which it is our 
good fortune to belong.” 
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BY GERTRUDE MULCAHY B.A., C.A 


Accounts ng Research 


SHAREHOLDERS EQuity 

The equity of the owners in any 
business is composed of capital con- 
tributed by the owners together with 
increases or decreases arising in the 
course of business. 

In corporations, the elements of the 
shareholders’ equity are classified 
under two main headings: capital 
stock and surplus. Capital stock is 
that portion of the shareholders’ con- 
tributions allocated to capital. It 
does not necessarily represent the full 
amount contributed, but is that por- 
tion which the company is expected 
to maintain intact for the protection 
of the creditors. This restriction is 
not absolute. The right to redeem 
issued capital shares, if accompanied 
by proper legal action, provides for 
reduction of the amount specifically 
earmarked for the creditors’ protec- 
tion. In addition, continued losses on 
operations may reduce the net worth 
of a company below the amount 
designated as capital stock. The ‘grad- 
ual depletion of the assets through 
unprofitable activities breaks down 
the safeguard originally provided for 
the creditors. 

The term “surplus” is used in ac- 
counting “to designate the excess of 
the net assets over the total paid-in 
par value or stated value of the 
shares of a corporation” (C.I.C.A. 
Bulletin No. 11). This portion of 
the shareholders’ equity is not mere- 
ly an arithmetical balance. It is de- 
rived from specific sources. The 
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items in this classification are either 
received by way of contributions or 
earned in the conduct of the busi- 
ness. The former includes amounts 
paid in by the shareholders as well 
as capital contributions from other 
sources. The latter is made up of the 
net accumulation of undivided pro- 
fits less losses arising from the com- 
pany’s operations, and it includes the 
net gains on disposition of capital 
assets and on settlement of funded 
debts or other liabilities. 

Although it cannot be classified 
under either of the two headings 
mentioned above, a credit arising 
from appraisal of assets, if recorded, 
constitutes part of the shareholders’ 
equity. A restatement of assets on 
the basis of an appraisal does not 
bring about an increase in the liabili- 
ties of the company. Rather, it in- 
volves a restatement of the share- 
holders’ interest in the assets. Their 
equity must therefore be adjusted to 
reflect. a corresponding _ increase. 
Since this amount represents an un- 
realized appreciation, it cannot prop- 
erly be described as a surplus. 


Form of Presentation 

The shareholders’ equity section 
has been presented in a variety of 
forms in published balance sheets. 
In the majority of cases, the com- 
ponent parts were grouped under a 
descriptive caption with a single total 
extended. Sub-classification headings 
and sub-totals within this section 
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were frequently used to distinguish 
the various elements of the owners’ 
interests. Such a presentation not 
only clearly identifies the amount of 
the shareholders’ equity in the com- 
pany but also the items which make 
up this figure. 

Variations of this form of presenta- 
tion were also used but did not 
achieve the same degree of clarity. 
In some cases, the shareholders’ 
equity section was properly desig- 
nated with an appropriate heading, 
but the total of the items within the 
section was not extended. Under 
this procedure, a reader must add at 
least two figures together in order to 
arrive at the total amount of the 
shareholders’ equity. In other in- 
stances, the designating caption was 
omitted, but the total of the capital 
stock and surplus items was extended 
in a single figure. A reader, un- 
familiar with accounting principles, 
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might be confused as to just exactly 
what this total represents. 

In 1954 a substantial number of 
published financial statements did 
not show either a title for or total of 
the shareholders’ equity. Capital 
stock and surplus items were shown 
independently without any indica- 
tion that they represent the owners’ 
equity in the company. The reader 
is left to his own resources to deter- 
mine what items should be taken into 
consideration in determining the 
amount of the shareholders’ equity. 


The following examples have been 
selected from the published annual 
reports analyzed for the year end- 
ing in 1954. They have been in- 
cluded to emphasize the clarity of ex- 
pression which can be achieved by 
proper classification of the com- 
ponents of the shareholders’ equity. 
They are poles apart in the degree of 
effectiveness. 


Example 1 
SHAREHOLDERS’ EQUITY 
1954 1953 
CAPITAL STOCK: 
AUTHORIZED — 
1,050,000 convertible non-redeemable Class “A” 
shares without nominal or par value, entitled to 
fixed cumulative dividends of 50c per share 
per annum — 
5,500,000 Class “B” shares without nominal or 
par value — 
Class“A” Class “B” 
ISSUED AND OUTSTANDING — shares shares 
At September 30 1958 ..... 144,518 5,141,020 $ 28,031,658 
Exchanged during the year ( 21,476) 21,476 
At September 30 1954 ..... 123,042 5,162,496 $ 28,031,658 
RESERVES 
For general contingencies ...................... 750,000 750,000 
For possible decline in inventory values .......... 1,000,000 1,000,000 
EARNINGS RETAINED FOR USE IN THE BUSINESS — 
SBE MERTAREMUACIOR oi dis cine sis cna ee eae esau 74,448,924 63,945,838 












$104,230,582 $ 93,727,496 
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Example 2 


CAPITAL 


6% Cumulative Preference Shares, par value 


$4.86 2/3 each 
Authorized: 1,650,000 Shares 
Issued: 
Redeemable Sinking 
Shares, par value $25 each 
Authorized: 600,000 Shares 
Issued: 
Less: 
Redeemed 112,445 Shares® 
Outstanding 287,555 Shares® 
(°4% Cumulative Series) 
Common Shares, par value $5 each 
Authorized: 10,800,000 Shares 
9,670,532 Shares 


Issued: 


SURPLUS AND GENERAL RESERVE 


General Reserve 


1,650,000 Shares ....... 
Fund Preference 


400,000 Shares* $10,000,000 


2,811,125 


1954 1953 
$ 8,030,000 
eeleads $ 8,030,000 $ 8,030,000 
15,000,000 
7,188,875 7,612,500 


54,000,000 


Capital Surplus — arising from redemption of 


Redeemable Sinking Fund Preference Shares 


Earned Surplus 


Terminology re Caption 

Table 21 of “Financial Reporting 
in Canada”, set out below, shows the 
great variety of titles used by Can- 
adian companies in describing the 
shareholders’ equity section of the 
balance sheet. Although the most 
common title continued to be “Cap- 
ital stock and surplus”, terminology 
which more clearly identifies this 
section as representing the owners’ 
interest has become increasingly pop- 
ular. The use of caption “share- 
holders’ equity [or ownership, in- 
vestment, interest|” increased from 
12.4% in 1953 to 17.1% in 1954. Such 
a trend obviously results from the 
efforts which Canadian companies 
have made in recent years to simpli- 
fy the expression of financial informa- 
tion. The possibility of misunder- 
standing on the part of readers who 
do not realize that capital stock and 


48,352,660 48,352,660 
5,000,000 5,000,000 
2,811,125 2,387,500 
9,396,602 8,237,529 


surplus are in effect the components 
of the shareholders’ interest is elim- 
inated by the use of more descriptive 
headings. 

The majority of the terms classi- 
fied as “miscellaneous” made use of 
the words “capital” and “surplus”. 
They included titles such as “Share 
capital and surplus”, “Capital stock 
and retained earnings”, “Capital and 
unappropriated earnings”, “Equity” 
and “Net worth”. 

In 1954, 31.4% of the companies did 
not use a title for this section of the 
balance sheet. This is more than 
the number using any one of the 
many designations. 


Balance Sheet Disclosure of Source 


In accounting for the shareholders’ 
equity in a corporation, the emphasis 
is on the sources from which the pro- 
prietory equity has been derived. To 
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TABLE 21 — CAPTION FOR SHAREHOLDERS’ EQUITY 


Capital stock and surplus 
Capital and surplus 


Shareholders’ ownership / investment / interest / equity 


Capital . 

Capital stock, reserves and surplus 
Shareholders 

Capital stock and earned surplus 
Capital stock 

Miscellaneous 


Total shareholders’ equity caption 
No caption 


Total 


understand the true nature of this 
section of a balance sheet, the reader 
must be able to readily determine 
how much of the net worth was pro- 
duced by way of contributions, how 
much consists of retained earnings 
and how much, if any, was produced 
in other ways. 

The importance of the disclosure 
of such information was stressed by 
the committee on terminology of the 
American Institute of Accountants in 
its recommendations relating to the 
balance sheet presentation of share- 
holders’ equity. These proposals, 
originally made by the committee in 
1949, were reaffirmed in “Account- 
ing Terminology Bulletin No. 1, Re- 
view and Résumé” released in 1953. 
The recommendation that the term 
“surplus” should be replaced in state- 
ment presentation by terminology in- 
dicating the source of the various 
items has gained considerable accept- 
ance. The eighth edition of “Ac- 
counting Trends and Techniques” 
shows that the number of survey 
companies who had replaced the 
term “earned surplus” with other 


1953 1954 
No. No. 
Co.’s % Co.'s % 
57 20.7 59 21.4 
50 18.2 47 71 
3 12.4 47 17.1 
4 1.5 7 2.6 
4 15 4 is 
8 2.9 4 1.5 
5 1.8 Z 0.7 
2 0.7 - - 


182 66.2 188 68.4 
93 33.8 87 31.6 


words which more clearly indicated 
the source of this item had increased 
from 10% in 1947 to 54% in 1953. Al- 
though the term “capital surplus” is 
still being used extensively, 31% of 
the 1953 statements referring to cap- 
ital or unclassified surplus disclosed 
information as to the sources thereof. 


The Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants 
included in Bulletin No. 1 recom- 
mendations as to the minimum stand- 
ards of disclosure in the presentation 
of the components of the sharehold- 
ers equity. Table 22 of “Financial 
Reporting in Canada” shows. that, 
for the most part, the suggestions re- 
lating to capital stock have become 
generally accepted practices of state- 
ment presentation. Unfortunately, 
there does not appear to be the same 
degree of uniformity and clarity in 
the procedures adopted to disclose 
the corporate surplus. Recognizing 
the need for clearly defined direction 
in this area, the committee, in Aug- 
ust 1955, made recommendations re- 
lating specifically to the classification 
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and presentation of the elements of 
surplus. 

As in the American pronounce- 
ment, Bulletin No. 11 emphasized 
that “An adequate view of a com- 
pany’s affairs requires information as 
to the source of any surplus shown on 
the balance sheet.” The committee 
believed that clarity of expression 
could be accompanied by proper 
classification and descriptions of the 
items of surplus. It was suggested 
that “A basic distinction exists be- 
tween amounts received by way of 
contributions and amounts earned in 
the conduct of the business, (these 
being the only sources of realized 
surplus), and this difference should 
be recognized by classification on the 
balance sheet.” The items of sur- 
plus should, therefore, be set out un- 
der two main headings, “earned sur- 
plus” and “contributed — surplus”. 
Statutory requirements of presenta- 
tion and the disclosure of informa- 
tion concerning the segregation or 
availability of items of surplus should 
not distort the basic classification as 
to source. Such particulars should 
be set out in appropriate descriptions 
and/or sub-classifications under the 
two main headings or by way of ex- 
planatory notes on the financial state- 
ments. 

Since the use of the term “surplus” 
has become firmly established in 
company law and finance, the com- 
mittee did not suggest, as did the 
American committee, that all uses of 
the word should be discontinued in 
financial statements. The commit- 
tee pointed out that “Experience 
shows, however, that a single-word 
designation of surplus on a financial 
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statement is not sufficiently informa- 
tive. Lack of uniformity in practice 
has led to the use of a variety of 
terms and this has created inconsist- 
encies and ambiguity in many finan- 
cial statements. The interests of 
clarity will be served if the word sur- 
plus is qualified, in every case in 
which it is used, with wording relat- 
ed to the method of classification of 
the various elements of surplus, and 
to the statutory requirements, if any, 
as to designations or descriptions.” 
At the same time, it was recommend- 
ed that use of the term “capital sur- 
plus” should be avoided because of 
uncertainties as to its meaning. 

In discussing appraisal increase 
credits, the committee stated that this 
item, if recorded, should be set out 
as a separate item in the shareholders’ 
equity section of the balance sheet. 
Because it does not represent an am- 
ount which has been realized, the 
appraisal increase should not be de- 
scribed as “surplus”. 

As mentioned previously, published 
financial statements have displayed 
a high degree of uniformity in prac- 
tices used to disclose the details of 
capital stock. It is to be hoped that 
the suggestions included in Bulletin 
No. 11 will be helpful in clarifying 
and simplifying the presentation of 
surplus. Since the year end of the 
majority of Canadian companies is 
December 31, the impact of the 
proposals presented in August 1955 
is not yet apparent. 


(Next month consideration will be 
given to the terminology used to de- 
scribe the items of earned and miscel- 
laneous surplus. ) 
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Administrative Accounting 


COMMUNICATIONS As AN ACCOUNTING 
Too. 


Much has been written on the 
problems of communication in in- 
dustry today. Not so much, however, 
has been said on a phase of the over- 
all problem which is of equal im- 
portance, i.e. the usefulness of in- 
formation. Because the end result of 
most industrial accounting is the 
presentation of information, in one 
form or another, to various levels of 
management, the whole field of com- 
munication and usefulness of in- 
formation is of particular interest to 
the industrial accountant. 

It is generally accepted in industry 
that information, if it is to be of 
value, must be timely. It also, of 
course, must be useful information, 
for there is nothing more exasperat- 
ing to top management than for al- 
ready overloaded executives to be 
presented with great masses of ma- 
terial which can only be classified as 
“BUMFPH”. Accuracy, although na- 
turally highly desirable, is not neces- 
sarily as important as timeliness since 
speed in reaching essential decisions 
combined with accuracy within rea- 
sonable limits will very often far out- 
weigh in value the additional time 
required to achieve absolute accur- 
acy, if such is indeed possible. 


If it is accepted that speed in pro- 
ducing useful information is a prime 
requisite in industry, then our con- 
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cern with communications is not as 
strange as it might at first seem. All 
accountants, whether they realize it 
or not, are concerned with the field 
of communications as a user of mes- 
sengers, mail service, telephones, tele- 
types, etc. Unfortunately, however, 
too many tend to accept existing com- 
munications services without question 
as to their validity as a “tool of the 
trade”. 

When one begins to think of the 
bookkeeping aspects of accounting 
in terms of its basic functions the im- 
portance of good communication be- 
comes apparent. The transfer of 
original entries to subsidiary ledgers, 
the later transfer of subsidiary ledger 
summaries to control accounts, the 
transmission of invoices to customers 
and of information to management 
and shareholders involves communi- 
cation techniques ranging from the 
most rudimentary in the case of the 
small business with one accountant 
to a highly complex specialist service 
in large industry. It is surely ob- 
vious that the organization of in- 
formation in such a way that it 
reaches those people who need to 
use it as quickly as possible and goes 
through the fewest possible process- 
ing steps is of prime importance to an 
efficient accounting service. The best 
available central accounting system 
can fail miserably if information 
originating in branches, factories, etc. 
does not flow smoothly into the cen- 
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tral organization. With the growing 
complexity of modern business, ac- 
countants must adopt a more active 
role in seeking out better methods 
of communication. 

There are many communication 
tools available today with which ac- 
countants should be _ thoroughly 
familiar: 

Mail service 
Messenger service 
Telephone and telegraph 
Private wire telephone 
Private wire teletype 
Data transmission equipment 
Facsimile. 
Some comments on the _ possibili- 
ties inherent in the newer develop- 
ments in communication techniques 
may be helpful. 


MD Gm Go to 


Private Wire Teletype 

Private wire teletype has been with 
us for many years as a message trans- 
mission medium and uses a page 
printer in the usual installation. 
Higher speeds are obtained by sub- 
stituting punched paper tape feed for 
direct typing. Both teletype printers 
and equipment such as the “Flexo- 
writer” can type original documents 
and at the same time prepare a paper 
tape for later transmission over a tele- 
type circuit. The receiving instru- 
ment can be either a teletype direct- 
ly printing continuous forms or a tape 
perforater which produces a tape for 
later decoding by either a teletype 
printer or a “Flexowriter”. These 
systems are quite well known to per- 
sons interested in “integrated data 
processing” and can be considered to 
be tried and proven. 


Data Transmission Equipment 
Equipment is available which will 
permit the direct transmission of 
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punched cards over either a teletype 
circuit or a telephone line. The tele- 
phone line can be either a private 
tie-line or an ordinary long distance 
circuit obtained by the simple pro- 
cess of placing a long distance tele- 
phone call. With the proper equip- 
ment at each terminal, punched cards 
can be fed into the sending unit and 
reproduced accurately at the receiv- 
ing unit. When a teletype class of 
circuit is used transmission speeds 
are relatively slow, while on a circuit 
of telephone grade speeds are higher 
and automatic error detection is pos- 
sible by automatically comparing a 
signal “echoed” from the receiving 
unit back to the transmitter with the 
original card. 

Equipment of this type has in- 
teresting possibilities for users who 
make extensive use of punched card 
accounting equipment. Data trans- 
mission equipment of this type is al- 
ready in use by one large American 
company. 


Facsimile 

Facsimile means the direct trans- 
mission of photographs, diagrams and 
printed matter over wire circuits or 
by radio. It is by no means new 
since it has been in use by the press 
and press service for many years. 
Facsimile has, however, been subject 
to poor quality when low grade cir- 
cuits were used and has, in the past 
at least, operated, at relatively slow 
speeds. 

New equipment has been develop- 
ed recently, however, which may 
make facsimile more attractive for 
business use. At the moment the 
most likely application is for en- 
gineering firms or industrial concerns 
desiring to transmit sketches, plans, 
blueprints, etc. from office to factory 
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and vice versa. Where such an ap- 
plication exists consideration should 
also be given to using this equipment 
for form or data transmission. Where 
this is possible the added use might 
make this equipment economically 
attractive. 


Private Wire Telephone Circuits 


In contrast to teletype circuits 
which are usually leased on an eight 
hour day basis, private wire tele- 
phone circuits (tie-lines) are leased 
on an exclusive basis and are paid 
for on 24 hour usage irrespective of 
whether or not they are used for that 
period. A telephone tie-line is a 
much higher grade of communica- 
tion circuit than a teletype line and, 
with the proper equipment, can 
handle a much greater traffic load. 
With these facts in mind it is felt 
that when a telephone tie-line is 
available, its use for data transmis- 
sion at night and other slack periods 
should receive serious consideration. 
Optimum circuit loading and the use 
of existing facilities for other pur- 
poses might make improved com- 
munication facilities | economically 
feasible in cases where a tie-line can- 
not be justified on the basis of mes- 
sage traffic alone. 


We have in these brief paragraphs 
barely scratched the surface of a sub- 
ject which should be uppermost in 
the mind of every accountant. Cer- 
tainly the communications problem 
will have to be solved before a com- 
pany can take full advantage of an 
electronic computer or other modern 
data processing equipment. But a 
communications problem is implicit 
in every accounting system both large 
and small, and with good communi- 
cations substantial improvements can 
be made. 


The Usefulness of Information 


Some time ago, while reviewing 
the file on an internal audit per- 
formed at a plant, I noticed that in 
addition to a normal series of sub- 
accounts covering such items of cost 
as labour, materials, etc., this par- 
ticular plant used a further group of 
sub-accounts, approximately 100 in 
number, to record one of the most de- 
tailed analyses of costs that I have 
ever seen. Upon questioning the 
necessity of these records, I was told 
that they had been developed over a 
number of years to answer specific 
queries that had been received. On 
review it was found that the vast 
majority of the queries had been of 
a non-recurring nature, and that great 
masses of information had been pre- 
pared, in some cases for as long as 
25 years, which had never been used. 
Perhaps your first reaction is to say 
“Ridiculous — it couldn't happen 
here”. On second thought, however, 
maybe you will wonder, “Can it hap- 
pen here?”. I suggest that it can. 


One of the major time consumers 
in industry today is the production 
of unnecessary information. The ex- 
ample given here is simply one in- 
stance of the many many cases of 
wasted time and effort going into the 
production of such _ information. 
There are many reasons why this 
should happen, but perhaps the 
commonest is the very human desire 
to know as much as possible about 
the organization’s operations without 
stopping to consider whether the 
particular information requested is 
going to be of any value. Then, once 
a request has been made, there is a 
very strong tendency to set up a sys- 
tem to provide the information on a 
continuing basis. There are many 
cases, of course, where it is not feas- 
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ible to determine whether the in- 
formation is useful or not until it is 
actually produced. However, once it 
is apparent that the information is of 
no use, or of insufficient importance 
to justify the cost of obtaining it, 
action should be taken to ensure that 
its preparation is not perpetuated 
through failure to advise those re- 
sponsible that it is no longer re- 
quired. 

Information is defined in the Ox- 
ford Dictionary in part as “inform- 
ing, telling, things told, knowledge, 
item of knowledge”. Since the pro- 
vision of information to management 
for use in administering the enter- 
prise’s affairs is a vital function of in- 
dustrial accounting, it is essential 
that the information be timely, accur- 
ate and useful. Fulfilling the first two 
requirements is largely a mechanical 
problem. The third requirement, 
however, necessitates the exercise of 
a considerable degree of judgment. 

Let us take another look at the 
usefulness of the information to be 
supplied to management. First, there 
are a number of levels of manage- 
ment starting with the first level of 
supervision in the organization, and 
ending with the senior executive 
body, usually the board of directors. 
Naturally the quantity and detail re- 
quired for all these various levels is 
different. Secondly, a large percent- 
age of these members of management 
are not too familiar with all the rami- 
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fications of accounting. Nothing 
would be simpler than to food man. 
agement at all these levels with grea‘ 
masses of figures, but how much of 
this would be useful? In most cases, 
only a relatively small percentage. 
Accordingly, one of the accountant'’s 
most important functions is to con- 
sider just what data is required at 
these various levels to permit them to 
function effectively. Once the type 
of information to be supplied has 
been established, however, the ac- 
countant cannot be satisfied to simply 
sit back and grind it out. He must 
also interpret it intelligently for man- 
agement to make maximum use of it. 
Certainly nothing can be more mis- 
leading than a mass of figures with- 
out complete explanations of their 
significance. 

Only the surface of this particular 
topic has been scratched but the two 
most important factors to consider 
have at least been outlined, i.e. the 
appropriateness of the information 
supplied and the necessity of careful 
accurate interpretation of it. Even 
this brief discussion, however, would 
be incomplete without reference to 
one other extremely important fact. 
All information being supplied to 
management must be continually re- 
viewed, amended, supplemented or 
otherwise revised to meet the ever- 
changing needs of industrial man- 
agement today. 
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The Tax Review 


DEDUCTIBILITY OF BUSINESS EXPENSES 


Unlike the Income Tax Acts of some 
countries, notably that of the United 
States, the Canadian Act does not 
contain a positive enactment setting 
forth the deductions which may be 
made in computing the income from 
a business for a taxation year. Sec- 
tion 2 of our Act states who shall be 
subject to tax, section 3 states that 
the tax shall be levied on their in- 
come, including their income from 
businesses, and section 4 says that in- 
come from a business is the profit 
therefrom. So far not a word about 
the deductions which may or shall be 
made in computing income from a 
business (or, for the matter of that, 
of the amounts which shall be includ- 
ed in that computation). Section 5 
is concerned with the computation 
of income from offices and employ- 
ments, and then sections 6 to 9 set 
out certain but by no means all of 
the amounts which are to be includ- 
ed in computing a taxpayer’s income 
for a taxation year. Section 10 lists 
certain (but again not all) amounts 
which are not to be included in that 
computation, but it is not until we 
reach section 11 that we find any- 
thing said regarding the deductions 
which may be made in computing in- 
come from a business, and section 11 
deals only with a relatively few mat- 
ters, e.g., capital cost allowances, de- 
pletion allowances, interest on bor- 
rowed money, etc., reserves for 
doubtful debts, bad debts, scientific 
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research, etc. Nowhere in the Act 
is there a provision which in express 
language permits the deduction of 
salaries and wages, rent for business 
premises, cost of goods sold, and 
other such basic matters, although 
these are certainly the most usual 
expenses for the great majority of 
businesses. (Nor for that matter is 
there any provision in the Act which 
says in express words that the pro- 
ceeds of sale of merchandise or ser- 
vices are to be included in the com- 
putation of business income. ) 


Section 11, which is the only pro- 
vision in the statute dealing expressly 
with deductions allowed in comput- 
ing income, is followed by a provi- 
sion (section 12) which sets forth 
in general language certain deduc- 
tions which are not to be allowed in 
computing income. The first two 
paragraphs of this section have been 
repeated a thousand times in the tax 
cases, but their importance is such 
that they should be known by heart 
by every tax practitioner. The de- 
ductions which they prohibit are: 

(a) an outlay or expenses except to the 
extent that it was made or incurred 
by the taxpayer for the purpose of 
gaining or producing income from 
property or a business of the taxpayer; 

(b) an outlay, loss or replacement of capi- 
tal, a payment on account of capital 
or an allowance in respect of depreci- 
ation, obsolescence or depletion except 
as expressly permitted by this Act. 

It is manifest from the structure of 
the Act as set out above that section 
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12, including the above two para- 
graphs, is concerned with the pro- 
hibition of deductions and not with 
the allowance of deductions. Thus, 
while both of these paragraphs con- 
tain exceptions to the prohibitions 
enumerated, it is important to recog- 
nize that the exceptions merely nar- 
row the scope of the prohibitions. To 
illustrate: the Dominion Lord’s Day 
Act prohibits the doing of certain 
things on the Lord’s Day except in so 
far as those things are permitted by 
the law of any particular Province. 
If the law of one Province permits 
the doing of things on the Lord’s Day 
which would otherwise be prohibited 
by the Dominion Act it would not be 
tr-e to say that the doing of those 
things on the Lord’s Day in that par- 
ticular Province was permitted by the 
Lord’s Day but only that they were 
not prohibited by the Dominion Act. 
The case is the same with section 
12 of the Income Tax Act. Certain 
outlays and expenditures are pro- 
hibited from deduction with certain 
exceptions, but here again it is not 
the exceptions from the statutory pro- 
hibition which permits the deduction 
of the subjects excepted, and if they 
are deductible at all it is because 
some other provision of the statute 
permits them to be deducted. 

It may seem to some readers that 
the point is being belaboured, but the 
fact is that this is a subject which 
has given rise to long, perhaps tedi- 
ous, and as yet inconclusive, debate 
in this country and at an earlier date 
in Great Britain whence our statute 
had its inspiration. It may also be 
asked what difference it makes 
whether business deductions are al- 
lowed under one particular provision 
of the Act rather than another. What 
is really important, it may be said, is 
to know what deductions are allowed 
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and what are the rules and principles 
which govern their allowance. That 
is unquestionably true, but it will be 
found that the answer to the latter 
question is inextricably bound up 
with that to the former. It must not 
be forgotten when dealing with in- 
come tax that we are dealing with a 
statute and that at bottom every in- 
come tax problem is a matter of in- 
terpretation of the Income Tax Act. 


If, then, as we have argued above, 
the Act contains no positive enact- 
ment setting forth the deduction 
which may be made in computing 
business income, and the exceptions 
contained in section 12 do not fill 
that void, where does one find the 
necessary authority? The answer is 
in section 4 which reads: 


Subject to the other provisions of this 
part, income for a taxation year from a 
business or property is the profit there- 
from for the year. 


The key words are “profit therefrom 
for the year”, for the word “profit” by 
necessary implication postulates a 
computation in which incomings are 
brought in and outgoings charged 
against them. As Lord Cave said 
in British Insulated and Helsby 
Cables Ltd. v. Atherton (1926), A.C. 
205, with reference to the similar 
scheme of the British Income Tax 
Act: 


It has been pointed out on several occa- 
sions that the British Act does not con- 
tain any express allowance or enumera- 
tion of deductions; and that effect can 
only be given to the provisions prohibit- 
ing any deductions not expressly allowed 
by holding that when a deduction is pro- 
per to be made in order to ascertain the 
balance of profits and gains for any 
year, it ought to be made _ notwith- 
standing those provisions, provided that 
it is not prohibited by the terms of the 
Act and the Rules. From this it fol- 
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lows that in determining whether a par- 
ticular item may or may not be de- 
ducted from profits, it is necessary first 
to inquire whether the deduction is 
expressly prohibited by the Act, and 
then, if it is not so prohibited, to con- 
sider whether it is of such a nature that 
it is proper to be charged against in- 
comings in a computation of the balance 
of profits and gains for the year. 


And in Daley v. MNR [1950], Tax 
Rev. 202 the President of the Ex- 
chequer Court of Canada (Thorson 
P.) held that the deductibility of a 
business expense was governed not 
by the prohibitory enactment in the 
statute but by the imposition of a tax 
on annual profit, and he further held 
that in applying that test the question 
to decide was whether the deduction 
in question was permissible by the 
ordinary principles of commercial 
trading or accepted business and ac- 
counting practice. 

Much the same idea was previously 
expressed by the Supreme Court of 
Canada in the leading case of Do- 
minion Natural Gas Co. v. MNR 
(1940) CTC 155, where the Court 
said that expenses to be deductible 
must be “working expenses”, i.e., ex- 
penses incurred in the process of 
earning the income, and that this 
question was to be determined upon 
the principles of ordinary commercial 
trading. 

The importance of locating the 
exact statutory authority for deduc- 
tions in the concept of business pro- 
fit as established by commercial and 
accounting usage rather than in the 
exceptions to the prohibitions of sec- 
tion 12(1)(a) and (b) really can- 
not be exaggerated. The reason is 
this. If deductions flow from the 
concept of periodic business profit 
then prima facie a taxpayer is en- 
titled to charge off for tax purposes 


as well as for his own purposes all 
those expenses which are recognized 
as proper charges against revenue by 
commercial custom, the prohibitions 
of section 12(1)(a) and (b) only 
being applicable after that test has 
been passed. That being so the 
Court before whom the question is 
brought will consider the matter 
within the framework of commercial 
and accounting usage. If, however, 
it were otherwise, and the primary 
authority for deductions were con- 
tained in the exceptions to section 
12(1)(a) and (b), the emphasis 
would be reversed: prima facie the 
taxpayer would be disentitled to any 
asserted deductions except those 
which he could bring within the ex- 
press words of the exceptions, and 
the framework of reference would be 
the words of the prohibition instead 
of commercial usage. It cannot be 
doubted that the adoption of the lat- 
ter approach would lead to the re- 
jection of many deductions which 
would be permitted if the first ap- 
proach were adopted. 


It is necessary to say that Canadian 
judicial opinion has not yet crystal- 
lized in favour of either of the above 
constructions, and that the Chairman 
and two at least of the other mem- 
bers of the Income Tax Appeal Board 
undoubtedly favour the second ap- 
proach. As has been intimated above, 
however, the views of the President 
of the Exchequer Court and some at 
least of the Judges of the Supreme 
Court of Canada are inclined toward 
the first-mentioned approach. If 
this writer may be allowed a pro- 
phecy, in due time judicial opinion 
in Canada will, for the same reasons 
as induced judicial opinion in Great 
Britain, resolve itself in favour of the 
first construction. 





——— 
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ESTABLISHED PRINCIPLES OF 
DEDUCTIBILITY 


The decisions of the Supreme 
Court of Canada and of the Privy 
Council have laid down the follow- 
ing general guides for determining 
the deductibility of expenses in com- 
puting business income under the 
Canadian Income Tax Act. 


1, Current Expenses 

The current expenses of a business 
are deductible. Current expenses for 
this purpose are those which recur 
from year to year or those which are 
of a recurring character as distin- 
guished from expenses of a “once-for- 
all-time” nature. Sometimes, as in 
Dom. Natural Gas Co. v. MNR, 
supra, the phrase “working expenses” 
or the phrase “expenses incurred in 
the income-earning process” is sub- 
stituted for the phrase “current ex- 
penses’, but the meaning is the same. 
The deductibility of “current ex- 
penses’, “working expenses”, “ex- 
penses incurred in the process of 
earning the income” permits the de- 
duction of such basic expenses as 
salaries and wages, rent for business 
premises, fire insurance of business 
premises. cost of goods sold, legal ex- 
penses. and most others. 


As a matter of interest, the deduc- 
tion allowed for the cost of fire in- 
surance on business premises (and 
the proration of the cost over the dur- 
ation of the insurance) demonstrates 
convincingly that it is not the pur- 
pose for which an expense is in- 
curred that is the most significant 
factor in determining its deductibility 
but whether or not it is an expense 
of a recurring or once-for-all nature. 
Certainly fire insurance on business 
premises, is an expense directly re- 
ferable to a capital asset but no one 
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has yet questioned the right to the 
deduction for that reason. In the 
same way the expenses incurred by 
a business for legal services, if they 
are of the kind that recur in most 
businesses, e.g. in collecting bad ac- 
counts, will be held deductible, 
whilst the legal costs of acquiring or 
preserving a capital asset will be pro- 
hibited. Under the head “current ex- 
penses” fall such items as annual 
realty taxes, business assessment, 
postage, freight, etc. 


2. Non-Recurring Expenses of a Non- 
Capital Nature 


Current expenses are deductible, 
capital expenses are not. Somewhere 
between those two termini comes a 
class of expense which is neither the 
one nor the other, viz a non-current 
expense, i.e. a once-for-all-time-ex- 
pense which is not incurred with a 
view to acquiring or preserving an 
asset or advantage of enduring bene- 
fit. An illustration taken from a well- 
known case is a payment made to 
rid a business of a burden, e.g. an 
undesirable employee who has a 
long-term contract. 

Under this head are included un- 
usual expenses which arise in the 
day-to-day carrying on of the busi- 
ness which are neither likely to recur 
nor possess any capital quality. For 
example, the Kellogg Co., manufac- 
turers of breakfast cereals, were 
obliged to defend their right to use 
the name shredded wheat as descrip- 
tive of a product in an action for in- 
fringement of trademark brought by 
the Shredded Wheat Co. It was held 
that the latter company had no ex- 
clusive right to the name shredded 
wheat and the Kellogg Co. was suc- 
cessful. The Kellogg Co.’s legal ex- 


penses were neither of a recurring 
nature nor did they result in the ac- 
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quisition or preservation of any right 
of a capital nature. Nevertheless the 
expense was held to be deductible 
as having arisen by reason of the 
way in which the company carried 
on its day-to-day activities. On the 
other hand the legal expenses in- 
curred by a gas distributing com- 
pany in defending its principal asset, 
viz a long-term franchise for the dis- 
tribution of gas in Hamilton, were 
held non-deductible, the expense be- 
ing not merely non-current but made 
with a view to the preservation of an 
asset or advantage of enduring bene- 
fit to the company, namely its exclu- 
sive rights under the franchise. 


3. Capital Expenditures 


An expense of the above descrip- 
tion, more specifically, one made 
once-for-all and with a view to the 
acquisition or preservation of an as- 
set or advantage of enduring benefit 
to the business of the taxpayer, is 
expressly barred from deduction by 
the statute and would be barred from 
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deduction in the year in which it is 
incurred by commercial and account- 
ing usage, under which it would be 
deductible pro-rata over the period 
of its utility. Under this head fall ex- 
penses incurred to defend the exclu- 
sive right of a business to carry on 
business, an expense incurred for 
the acquisition or renovation (as dis- 
tinct from repair) of a building. Un- 
til this year the cost of obtaining 
capital was also barred, but an am- 
endment made at the last session of 
Parliament now permits the deduc- 
tion of some at least of the expenses 
incidental to the floating of a bond 
issue or in issuing new stock. The 
deduction allowed for interest on bor- 
rowed capital has also been widen- 
ed somewhat in recent years. 


In conclusion, it may be said that 
while the principles of deductibility 
are not yet crystallized, the scope, or 
at least the intended scope of de- 
ductibility, is gradually being widen- 
ed by Parliament through specific en- 
actments. 








Students Department 


BY J. E. SMYTH, C.A. 


Associate Professor, 
Queen’s University 





NoTEs AND COMMENTS 


Canadian students of commercial 
law who still have to struggle over 
the somewhat mysterious contents of 
the Statute of Frauds will look with 
envy on their English cousins when 
they learn that a major part of that 
Act has now been repealed by the 
British Parliament; henceforth, in 
England, of the contracts previously 
affected by the Statute of Frauds only 
contracts of guarantee will require a 
note or memorandum in writing, 
signed by the party to be charged, 
to be enforceable! Thus a statute 
which was passed in 1677, a few 
years after Charles I was beheaded, 
has itself finally “got the axe”. 

Possibly this change in English 
law foreshadows a similar amend- 
ment in the various provincial Stat- 
utes of Frauds in this country. The 
Statute of Frauds has been for long 
criticized? on the grounds that it is 
obsolete of its purpose, and may act- 
ually promote more fraud than it pre- 
vents: it is possible for a person 
aware of the statute to break certain 
of his oral promises with impunity, 
knowing that they should have been 
in some form of writing, signed by 
him, to be enforceable against him. 
Further, the statute only deals with 
certain types of contract, and a very 
odd assortment of contracts at that. 


When the Statute of Frauds was 
first enacted, it served a purpose be- 
cause the principals, in a legal action 
were not permitted by the rules then 
prevailing, to give evidence on their 
own behalf: hence the advantage, for 
the purpose of achieving a fair de- 
cision, of having the evidence in the 
form of a memorandum in writing 
signed by the parties. Since the prin- 
cipals in a civil action may now testi- 
fy on their own behalf, the statute 
lacks its original justification. 

2 2 = e 

At the same time that the British 
Parliament repealed part of the Stat- 
ute of Frauds, it also repealed the 
familiar section in the English Sale 
of Goods Act requiring evidence in 
writing of a contract of sale of the 
value of £10 and upwards. This 
provision was originally a part of the 
Statute of Frauds, but was later trans- 
ferred to the Sale of Goods Act. It 
did, however, recognize certain acts 
of the parties as evidence of a con- 
tract of sale in lieu of a memorandum 
in writing (viz., acceptance and re- 
ceipt of the goods by the buyer; 
something given by way of earnest; 
and part payment). As yet no action 
has been taken by any of the pro- 
vincial legislatures in Canada to re- 
peal the counterpart of this section 
in a provincial Sale of Goods Act. 





1 See The Harvard Law Review, Decem- 
ber 1954, pp 383-4. A signed writing 
is still also required for contracts in re- 
spect of an interest in lands, which are 
dealt with separately under the English 
Law of Property Act. The repeal of 
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most of the English Statute of Frauds 
was made retroactive to June 4, 1954. 

2 See the Sixth Interim Report (1937) of 
The Law Revision Committee, cited in 
Anson’s Law of Contract (19th edition), 
p. 66. 








Why are revenue account increases 
recorded as credits? (Submitted by a 


Editor’s 


While this question may seem ele- 
mentary to those who are prepared 
simply to accept a bookkeeping rule 
of thumb, it is not so easy to explain 
why the rule is as it is. To answer 
the question, we must be able to 
bring the proposition within one of 
the established rules for debits and 
credits, and there are several possible 
answers. 

Perhaps the first explanation that 
will occur to us is that increases in 
revenue amount to increases in pro- 
prietorship. Since in general we re- 
cord increases in proprietorship by a 
credit, then we record increases in 
this particular kind of proprietorship 
by a credit. One difficulty with this 
interpretation is that proprietorship 
does not in fact increase by the am- 
ount of revenue (or gross income, as 
it is sometimes called), but merely 
by the amount of profit. (Profit is 
the excess of revenues over ex- 
penses.) At the same time as rev- 
enue is being recorded as an increase 
in proprietorship, there are also de- 
creases in proprietorship taking place, 
in the form of expenses. 

A second possible explanation for 
the rule is that the credit to Revenue 
account is a mere bookkeeping ex- 
pedient because it is not usually pos- 
sible on the occasion of each sale to 
credit separate accounts for each of 
the costs which have expired in con- 
nection with the sale, and to credit 
Profit and loss for the profit on that 
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THE QUESTION CORNER 


student-in-accounts in Yorkton, Sas- 
katchewan. ) 


Reply 


sale. Instead, the total amount of 
sales is accumulated in a “revenue” 
account until the end of the account- 
ing period, when the various costs 
which have expired over the period 
can be determined and matched 
against the total revenue to deter- 
mine profit or loss for the period. 


Still another approach is to ask 
what revenue, in fact, is. We sug- 
gest the following definition: Rev- 
enue is the measure of the inflow of 
assets (in the form of money or ac- 
counts receivable) received by a 
business from its customers in re- 
turn for goods sold and services ren- 
dered. If we accept this definition, 
we can say that revenue is really a 
source of assets; so that when we 
debit the asset account (Bank or Ac- 
counts receivable), we also credit 
Revenue account to provide a record 
(or explanation) of the source of the 
particular asset which has just come 
into the business as a result of the 
sales transaction. In this way we can 
distinguish between the assets which 
are attributable to sales revenue and 
those which are provided by other 
sources, such as proprietors and 
creditors. This is, of course, essen- 
tial accounting information. By this 
reasoning, we credit Revenue account 
as a means of classifying a particular 
tvpe of inflow of assets. The related 
outflows of assets to customers, as 
sales take place, have to be recorded 
independently as expenses. 


(Opinions expressed here are those of the editor himself, and 
comments and criticisms of his answer are invited.) 
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PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views of the various contributors. They are designed 
not as models for submission to the examiner, but rather to provide such 
discussion and explanation of the problems as will make their study beneficial. 
The editor will welcome discussion of the solutions published. 


Problem 1 
Primary Examination, October 1954 (Ontario) 


Accounting I, Question 1 (15 marks) 

Newton and Raine have operated a partnership business for 9 years and 
now have decided to dissolve their partnership. Mr. Newton wishes to re- 
tire and Mr. Raine has been offered a position with a competitor, Greenfields 
Limited. On June 30, 1954 when the partnership business stopped operat- 
ing, the balance sheet was as follows: 


ASSETS 

Current: 

Cash in bank $ 4,000 

Accounts receivable $14,000 

Less allowance for doubtful accounts 2,000 12,000 

Merchandise inventory 21,000 $37,000 
Fixed: 

Machinery and equipment 6,000 

Less accumulated depreciation 2,500 3,500 

Automobile —. 2,600 

Less accumulated depreciation 600 2,000 5,500 
RAMP RD I 30. rclin sy bes Oe sin S82 GE ob eet bese aOrs 15,000 

$57,500 
LIABILITIES 

Current: 

PETERS RII ho. S as oeS ate ha ie end oa WESC oe $16,000 
Capital; 

ee Sen oo Slip Sie See nb eer Susan $23,000 

MRT ye eka cer naa MS Dosa ten dystonia aie Aaa me 18,500 41,500 


1. Greenfields Limited agrees to buy the inventory and machinery equip- 
ment for $22.000 payable as follows: 
Cash ree $ 2,000 
6% bonds, due June 30, 1955-1959 Pes 10,000 
10,000, $1 par value common shares 10,000 
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All of the accounts receivable are collected during July except for one 
bad account amounting to $850 which cannot be collected. 


3. The accounts payable are all paid by July 31. 

4. The partners have agreed that upon distribution of the remaining 
assets, the automobile is to be transferred to Mr. Raine at book value, 
the Greenfields Limited bonds are to be transferred to Mr. Newton, 
and the common shares to Mr. Raine. 

5. Profits and losses are shared 2/3 to Mr. Newton and 1/3 to Mr. Raine. 

Required: 
Journal entries to record the winding up of the partnership. 
A SOLUTION 
Booxs oF NEWTON AND RAINE 
Dr. Cr. 
1954 
Jul. 1 Realization account , 53,500 
Allowance for doubtful accounts ....... 2,000 
Accumulated depreciation on machinery and equipment 2,500 
Accumulated depreciation on automobile 600 
Accounts receivable ........... or 14,000 
Merchandise inventory 21,000 
Machinery and equipment ...... 6,000 
Automobile 2,600 
Goodwill hak 5 15,900 
To close assets to be realized into 
Realization account 
Jul. 1 Greenfields Limited Repl BO 22,000 
Realization account .... 22,000 
To record sale of inventory and machinery 
and equipment 
Jul. 1 Bank peas Pe ar ak ares 2,000 
Bonds in Greenfields Limited : 10,000 
Shares in Greenfields Limited ......... 10,000 
Greenfields Limited re a 22,000 
Receipt of consideration from Greenfields Limited 
Jul. 31 Bank ee ey POR Sor as ' ae 13,150 
RMU HIACM GUNN osc cides ds ce wdeu ews cea ; 13,150 
‘ Collected on accounts receivable 
Jul. 31 Accounts payable ee : 16,000 
MC Ars cad et amit Biren vi aot tt 16,000 
Payments of accounts owing at June 30, 1954 
oul. 31 Capital — PoReine ....2.5 60566055 bse ee Ge 4 2,000 
Realization account ........... etais 2,000 


Transfer of automobile to P. Raine at agreed value 
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Wai ol Mitetiel — 2, Newton. 5c. 5 e8ids aeveae verb tadetacdveen 10,900 
RUAN oP RREIOY ish Seale ode ha ee UE Sis wc Meee Gi 5,450 
PeamrGa -aecone, oI siiatxl ne fab oks su ee ade ale’ 16,350 


To charge partners with loss on realization, 
and close Realization account 


Be et Grit mst ONE Bes oo oss eve aia 6 eG eae Sb cae Sees 12,100 
Bonds in Greenfields Limited ....................... 10,000 
I a ee Aas Para Mit i Si raed iN uate og 2,100 
To record final distribution to F. Newton 
es MB OSS a he. a a ra 11,050 
Shares in Greenfields Limited ...................... 10,000 
PRTUNDY = PN tote kee tae esc Rec ea cis, 87 Ca Madi eee as a 1,050 


To record final distribution to P. Raine 


PROBLEM 2 
Intermediate Examination, October 1954 


Accounting II, Question 1 (10 marks) 


What is meant by each of the following: 
(2 marks) (a) depletion, 
(2 marks) (b) sinking fund bond, 
(2 marks) (c) control account, and 
(4 marks) (d) 7% convertible cumulative participating redeemable pre- 
ferred shares? 


A SOLUTION 


(a) Physical utilization of wasting assets or absorption of investment in 
natural resources through amortization of their cost by charges to opera- 
tions over the period during which the quantities or units of such re- 
sources are extracted or exhausted. 

(b) A certificate of indebtedness under seal issued under an agreement which 
requires the issuer to set aside periodically a sum which, with interest, 
will be sufficient to pay off the bonds on maturity. 

(c) An account containing the totals of a series of transactions recorded in- 
dividually in detail accounts in a subsidiary ledger. 

(d) 7% — a fixed rate of annual dividend. 

Convertible — a right to convert preferred shares, usually into common 
shares at the option of the holder. 

Cumulative — Undeclared dividends accumulate as a claim upon past 
and future earnings and generally, in the event of liquidation, upon the 
assets before any distribution can be made to common stockholders. 
Participating — In addition to the fixed rate of preferred dividends, the 
shares participate under specified cénditions with the common stock in 
the distribution of profits. 

Redeemable — subject to redempticn by the corporation. 

Preferred — a class of stock whichfhas a claim prior to common stock- 
holders upon the earnings of a corporation and often also upon the 
assets of a corporation in liquidation. 

Shares — equal parts into which every class of stock of a corporation is 


divided. 
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Examiner's Comments 
A common error was to describe a “sinking fund bond” as a bond pur- 
chased with money from a sinking fund, that is, an investment. 


PROBLEM 3 
Intermediate Examination, October 1954 


Auditing Il, Question 1 (10 marks) 

On scrutinizing the cash receipts record of a small manufacturing com- 
pany, CA noted an amount of $525 recorded as sundry income. CA was 
told that this had been received from B, a relative of the plant manager, in 
payment for an old punch press. 

The only entry in the machinery account during the year was a debit of 
$6,500 recording the purchase price of a new punch press. 


Required: 

(6 marks) (a) List the audit procedures CA should follow in investigating 
this sundry income entry and in determining the necessary 
adjustments in the company’s records relative thereto. 

(4 marks) (b) Describe the adjustments required in the company’s records 
in connection with the disposal of the old punch press. 


A SOLUTION 
(a) Audit procedures 

1. Check correspondence and sales invoice covering the sale of the punch 
press. 

2. See that the approval of a senior officer of the company has been obtained 
for the sale to the relative of the plant manager, and for the price charged. 
Ascertain the original cost of the punch press and the depreciation 
accumulated on it to the date of sale. 

Check the company’s computation of the annual depreciation charge for 
the punch press. 

Check the accounting treatment used in recording the cost of removing 
the old press and installing the new one. 


(b) Adjustments required on the books 

Adjust the current year’s charge for depreciation to take account of the 
disposal of the old punch press during the year. 
Debit or credit accumulated depreciation account with the amount neces- 
sary to adjust depreciation expense for the year. 

. Charge accumulated depreciation account with the correct depreciation 
accumulated on the punch press sold. 

. Credit the appropriate fixed asset account with the original cost of the 
punch press sold. 
Debit sundry income account with $525 to eliminate from this account 
the sale price of the punch press. 
Credit or debit profit and loss on disposal of fixed assets account with the 
difference between the original cost of the old punch press and ac- 
cumulated depreciation on it plus its sale price. 





— 
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PROBLEM 4 
Final Examination, October 1954 


Accounting III, Question 4 (20 marks) 

The X Co Ltd. had operated successfully for many years but has sustained 
substantial losses over the past five years. It has not only failed to pay any 
dividends over this period but the losses have exceeded the surplus accumu- 
lated on prior years’ operations. 

In order to liquidate their dividend liability, to reorganize the financial 
set up of the company and to secure funds to renovate the plant, the di- 
rectors of the company propose to submit the following reorganization plan 
to the bondholders and shareholders for approval: 

(i) The authorized capital of the company is to be changed to 12,000 
5% cumulative preferred shares par value $100 each and 100,000 
no par value common shares. 

(ii) The holders of 7% mortgage bonds will receive $100 in new 54% 
20 year debentures at par, dated 8lst December 1953, pay- 
able in equal annual instalments, and share of new 5% cumulative 
preferred shares and 1 new common share for each $100 bond 
presently held. 

(iii) The arrears of cumulative preferred dividends will be liquidated 
by the issue of % new 5% cumulative preferred share and 4 new 
common shares for each $100 of preferred dividends in arrears. 

(iv) The 6% cumulative preferred shareholders will receive 1 new 5% 
cumulative preferred share together with 2 new common shares 
for each 6% cumulative preferred share presently held. 

(v) The common shareholders will receive 24 new common shares for 
each common share presently held. 

(vi) The new common shares issued in (ii), (iii), (iv) and (v) above 
are to be valued at $12.50 each. 

(vii) The remaining authorized shares ares to be issued for cash to 
a syndicate; the preferred shares at 98 and the common shares at 
$11.00 each. 

(viii) Any reduction in share capital is to be used to write off the deficit, 
goodwill and to reduce the recorded value of the fixed assets in 
that order. 

The following is a condensed balance sheet of the X Co. Ltd. as at 3lst 

December 1953 before the reorganization. 
X CO. LTD 
BALANCE SHEET 
as at 3lst December 1953 


ASSETS 
PO NNN ONE So 205 os a sie ale Gos Ose SS elo VOR $ 900,000 
PNM EEN eee MEE ech. ccas Sid gists Geet eee 1,300,000 
RRMA he SS St Ss cribs Gch siaous Massari eon ws 100,000 
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7% mortgage bonds due Ist January 1963 ................... $ 500,000 
Shareholders equity 
Capital stock — authorized and issued 
7,500—6% cumulative preferred shares of $100 par value .. $ 750,000 
12,500—common shares of $100 each .................. 1,250,000 
2,000,000 
Less deficit accumulated from operations .................. 200,000 1,800,000 
$2,300,000 
Arrears of preferred dividends as at 3lst December 1953 are $225,000. — 
Required: 
(8 marks) (a) Journal entries, complete with narratives, to give effect to 


the proposed reorganization and stock 


issues. 


(5 marks) (b) Balance sheet of X Co. Ltd. as at 3lst December 1953, 
upon completion of the reorganization assuming that the 
above transactions take place as of that date. 


(7 marks) 


(a) 
1953 


(c) List the considerations that each of the following would 


take into account in deciding whether or not to approve 


the suggested reorganization: 

(i) bondholders, 

(ii) preferred shareholders, and 
(iii) common shareholders. 


A SOLUTION 
Books or X Co. Ltp. 


Dec. 31 7% Mortgage bonds payable ................... 





Reorganization adjustment ....................... 
5%% Debentures payable .................. 
Share @apltal DOMMOR 2. 6.6.56. ks ce cee eees 
Share capital preterred ...........5...6- 0000s. 

To record settlement with holders of 7% mortgage 

bonds: $100 new 5%% 20-year debentures and % share 

of new 5% cumulative preferred shares and 1 new 
common share for each $100 bond presently held, viz., 
5,000 new bonds of $100 each 
1,250 new preferred shares of $100 each 
5,000 new common shares, n.p.v valued at $12.50 
each. 


Reorganization adjustment ...........6....005006% 
RrnNG GARUIRD COMIN os os ices oe esas es 
Share capital preferzed .............066.0005055 

To record issue of shares to preferred shareholders 

in lieu of cumulative dividends: % new 5% preferred 

share and 4 new common shares for each $100 of 
dividends outstanding, viz, 
9,000 new common shares, n.p.v, valued at $12.50 
each 
1,125 new preferred shares of $100 each. 


Dr. 


500,000 
187,500 


225,000 


500,000 
62,500 
125,000 


112,500 
112,500 
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Dec. 31 6% Preferred share capital ............... gate 750,000 
Reorganization adjustment ............. Lietaeicen 187,500 

Snare Capital Preverred sched rei s idld ae va 750,000 

GHAIG <CABHAL COMMONS 5.555. o5.5 5 Sse Sao i BAA 187,500 


To record cancellation of old, and issue of new shares 
to holders of 6% cumulative preferred shares: 1 new 
5% cumulative preferred share and 2 new common 
shares for each 6% cumulative preferred share, viz., 
7,500 new preferred shares of $100 each 
15,000 new common shares, n.p.v. valued at $12.50 


each, 
Dec. 31 Common share capital ($100 par value) ..... .... 1,250,000 
Shave Capital GOMUNOA. 26 ¢ canals shoe Pe Desa es 390,625 
Reorganization adjustment ................... 859,375 


To record cancellation of old, and issue of new shares 

to holders of old common shares: 2% new common 

shares for each common share presently held, viz, 
31,250 common shares, n.p.v., valued at $12.50 


each. 
Dec. 31 Bank ae 645,500 
Commission on preferred shares .......... pati A 4,250 
Share capital preferred .................. ee 212,500 
Shinra: CAMA (CONMRONS ..o6 606: sa ce veedas ees ds 437,250 


To record issue of shares to syndicate: 
2,125 5% cumulative preferred @ 98 
89,750 common, no par value @ 11 


—— 


Dec. 31 Reorganization adjustment .......... Bei 259,375 
UME Sere hy Roe 6) NM RIES ra Ps ihe ut ARS, 200,000 
SRE A er OE A re he, Gc peas 55,125 
Commission on preferred shares ........ 4,250 


To record the application of the reduction in the 
capital stock in the hands of the old shareholders in 
the way of writing off the deficit, the commission on the 
issue of preferred shares, and part of the goodwill. 


(b) X CO. LTD 
BALANCE SHEET As AT DEc 1953 
After giving effect to proposed reorganization — see note 1 below 
AS Se t's 
Net current assets $1,545,500 
Fixed assets, net after recorded depreciation to date .......... 1,300,000 
ROR MMME A A PEG CORED or oS Rin’ ne AA Mt 3 be ole cata cette hin tN, 44,875 


$2,890,375 



































(i) 


(ii 


—T 


(iii) 
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LIABILITIES AND SHAREHOLDERS EQUITY 


Long term liability 
5%% 20 year debentures due 1 Dec 1973, payable 
in Saual guntial dnstalaents .......6.4202200c ccc tee ceeee $ 500,000 
Shareholders equity 
Share capital 
Preferred — authorized and issued 12,000 5% 
cumulative preferred shares of $100 each (see note 2) .. $1,200,000 
Common — authorized and issued, 100,000 common 
Shares no par value (see note 3) .............ececese 1,190,375 


Total shareholders equity ......................000. 2,390,375 


$2,890,375 


Note 1. The plan of reorganization is as follows: 


(details) 
Note 2. 2,125 preferred shares issued for cash ............ $ 212,500 
9,875 preferred shares issued to bondholders and share- 
holders in reorganization plan ...................... 987,500 
$1,200,000 
Note 3. 39,750 common shares issued for cash .. pas 437,250 
960,250 common shares issued to endieders wail 
shareholders in reorganization plan ................. 753,125 
$1,190,375 


Editor's note: The commission on preferred shares need not have been written off, 
in which case the balance sheet would show goodwill as $40,625, and another asset, 
commission on preferred shares, as $4,250. 


(c) Considerations to be taken into account by the groups affected 


The bondholders will have to accept a reduction in interest income 
and a longer term. This sacrifice may be compensated for, however, 
by the bonus shares they receive, because these shares will be of 
value if the company prospers in the future. 


The preferred shareholders will have achieved an increase in equity 
through the issue of additional common shares to them, and they 
may therefore recoup the reduction in their preference as to 
dividends (from 6% to 5%) if the company prospers in the future. 


The common shareholders are being asked to make a substantial 
sacrifice in their equity. Their only incentive for accepting the 
plan is that it will bring additional working capital into the com- 
pany and will reduce the bond interest charges, so that the com- 
pany may operate more profitably in the future. The common 
shareholders might be well advised to explore the possibility of 
securing somewhat better terms for themselves. 








7 





BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“SECURITY ANALYSTS AND THE PRICE 

LeveL” by Charles T. Horngren. The 

Accounting Review, October 1955, 

pp. 575-581. 
“... It is time that the funds state- 
ment be recognized as a valuable 
part of the financial reporting fam- 
ily. Such a statement, drafted with 
full cognizance of its uses and 
limitations, might aid considerably 
in solving some vexing analytical 
problems. It might serve much 
better than price level adjustments 
to fulfill the needs and wants of 
those who use the data that ac- 
countants are expected to supply 
in financial reports...” 


The above financial statement, 
pregnant with implications for ac- 
counting research, is the outcome of 
an extensive survey of literature on 
investment analysis, the scrutiny of 
123 written analytical reports, and 
the collection of the opinions of 51 
security analysts. According to Mr. 
Horngren, these gentlemen are _pri- 
marily concerned with flows, and 
consequently find the income state- 
ment and the funds statement to be 
of more use to them than the balance 
sheet. Significantly, not one analyst 
who was interviewed attempts to ad- 
just the statements for price level 
changes, and all are united in their 
stand against such adjustment. 


Mr. Horngren points to the ana- 
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Assistant Professor, 
McGill University 


lysts’ somewhat unconventional treat- 
ment of depreciation as the clue to 
understanding their attitude towards 
price level adjustments. Apparent- 
ly, they regard income as the excess 
of current revenues over current ex- 
penses, excluding depreciation. A 
part of this difference is then treated 
as a recovery of past fixed asset out- 
lays, and is intended to be applied 
to the repayment of long-term debt 
arising from prior capital expendi- 
tures or to new expenditures on plant 
and equipment. Depreciation is con- 
sidered to be inadequate if the price 
level has changed so substantially 
that the amounts charged are insuffi- 
cient to meet capital replacement de- 
mands. 

Mr. Horngren maintains that at- 
tempts to adjust statements for 
changed price levels would merely 
offer “a fuzzy concept in place of a 
workable, useful and significant con- 
cept”. Most accountants will prob- 
ably feel, however, that treating de- 
preciation as the portion of the cash 
inflow that should be earmarked for 
capital expenditure or debt repay- 
ment is itself the fuzzy concept that 
needs to be replaced. When security 
analysts have such an unconvention- 
al notion of depreciation it is difficult 
to agree with Mr. Horngren that “re- 
search in accountancy with respect 
to the serving of investors should give 
greater heed to the analyst and 
should give weight to his position in 
setting standards for financial report- 
ae 
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“CONSERVATION OF PRODUCTIVE CapP- 
ITAL THROUGH RECOGNITION OF CuR- 
RENT Cost OF DEPRECIATION’ by Paul 
Grady. The Accounting Review, Oc- 
tober 1955, pp. 617-622. 

In an address at the annual meet- 
ing of the Manufacturing Chemists 
Association, Mr. Grady cites some 
significant figures developed by 
George Terborgh to indicate the ex- 
tent to which price inflation has dis- 
torted financial statements: 

“... a reasonable estimate of the 

extent to which the cost of depre- 

ciable productive plant facilities in 
current dollars exceeds historical 
dollar costs . . . is seventy billion 
dollars and the portion thereof ap- 
plicable to a current year is esti- 
mated at about four and one-half 
billions. This seventy billion of 
current dollar cost of productive 
plant . . . is about 35% of the 
total investment in depreciable 
industrial plant facilities in Am- 
erica. It is four times the annual 
reported earnings of all corpora- 
tions for 1953 and five times those 
annual earnings if depreciation 
were adjusted to current dollars 
. . it is ten billion more than the 
total current value of all recorded 
gold production in the world since 
the discovery of America. . . .” 

Mr. Grady warns those industrial- 
ists whose plants are mainly post- 
war acquisitions, that more than two- 
thirds of the loss in purchasing power 
of the dollar has occurred in the 
post-war period. 


MARKETING 

“CONTROL OF MARKETING Costs” by 

Arthur P. Felton. Cost and Manage- 

ment, November 1955, pp. 375-380. 
Contending that profit margins will 

once again be squeezed between 
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lower sales prices and higher market- 
ing costs, Mr. Felton urges manufac- 
turers to appraise their sales manage- 
ment programs against the latest mar- 
ket and industry trends, and to un- 
dertake a study of their distribution 
costs to determine the area of un- 
profitable sales. 


The appraisal of the sales man- 
agement program does not normally 
fall within the province of the ac- 
countant, but the analysis of distribu- 
tion costs is an area in which the ac- 
countant can make a significant con- 
tribution. Mr. Felton asserts, how- 
ever, that while most companies have 
a detailed break down of sales vol- 
ume figures, few have reliable costs 
for the individual units that make up 
the volume. He cites, for example, 
the case of one company, selling two 
products priced at $200 and $600, 
that allocated freight costs on the 
basis of relative sales value. It was 
subsequently determined that the 
freight-rates on the two items were 
the same. Correct costing revealed, 
therefore, that it was unprofitable to 
ship the cheaper product into distant 
territories, while the higher-priced 
product had a greater profit potential 
than realized. 


Another company found that 68% 
of its accounts brought in only 10% 
of the business. Dropping these ac- 
counts resulted in a 50% reduction in 
marketing costs and a 76% increase 
in sales through a redirection of the 
sales effort. 


A territorial cost analysis of a third 
company indicated 28% of the num- 
ber of towns covered were unprofit- 
able. By eliminating or curtailing 
service to these towns, the company 
was able to reduce its sales force by 
40% and doubled its sales in profit- 
able areas. 
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These examples should be sufficient 
to illustrate what can be achieved 
in the area of distribution cost an- 
alysis. Cooperation between the sales 
personnel and the accounting depart- 
ment should result in increased vol- 
ume at lower marketing costs with 
a corresponding increase in company 
profits. 


BOOK REVIEWS 


The Interpretation of Financial State- 
ments, by Benjamin Graham and 
Charles McGorlick; Harper and 
Brothers, Publishers: New York, 1955 
(revised) pp. viii, 114; $3.50. 

In the preface, the authors observe 
that “When you know what the fig- 
ures mean, you have a sound basis 
for good business judgment.” The 
purpose of this book is to provide a 
means whereby the non-accountant 
may acquire some knowledge of what 
the figures mean. Thus, the objective 
is a limited one; no pretence is made 
that the reader might acquire a com- 
plete understanding of financial state- 
ments or be in a position to interp- 
ret financial statements with some de- 
gree of refinement. It seems import- 
ant to place some stress on this ra- 
ther limited objective of the authors 
in order to make a fair appraisal of 
their efforts. For example, it prob- 
ably would be unfair to assert that 
the treatment of statement analysis is 
too brief, because such an assertion 
would not give proper allowance to 
the authors’ limited objectives. 


However, the brevity of treatment 
is an important feature of the book. 
The 33 chapters in Part I, covering 
the meaning of financial statements, 
require the equivalent of about 60 
pages only (the majority of the chap- 
ders are one or two pages long), and 
the pages are small, measuring 7%” 
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by 5”. A brief outline of the basic 
bookkeeping methods (Part II) is 
covered in four pages. Assuming that 
the reader needs some exposure to 
basic bookkeeping, many accountants 
might hold some reservations as to 
whether much can be achieved to- 
ward alleviating such deficiency in 
four pages. Part III is an illustrative 
exercise in ratio analysis applied to 
the financial statements of Bethle- 
hem Steel Corporation. Part IV is 
devoted to definitions of financial 
terms and phrases. 


The authors do an excellent job of 
explaining accounting terminology, 
mentioning most of the synonymous 
phrases appearing in published state- 
ments. Occasionally, small objec- 
tions can be raised. For instance, 
current assets are defined from a 
time-period point of view, rather 
than an operating-cycle approach. 
Some accountants might question the 
statement, “The Lifo method was in- 
troduced about 1941 in order to avoid 
marking up inventories to reflect the 
war-induced rise in the price level.” 
(p. 25) And depreciation is described 
on page 31 by using words such as 
“a gradual loss of value through age 
and use” and “the ordinary wearing 
out of buildings and equipment”. 
But later, on page 94, better words 
are used: “Depreciation Reserve. The 
valuation reflecting the total book 
depreciation to date, and therefore 
indicating the expired portion of the 
useful life, of the assets to which it 
pertains. A depreciation reserve of 
$200,000 against a $1,000,000 asset in- 
dicates, not that the asset’s present re- 
sale value is $800,000, but rather that 
about 20% of the asset’s useful life is 
believed to have expired.” 


A number of suggestions the au- 
thors make regarding financial state- 
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ments deserve consideration by the 
accounting profession. The follow- 
ing are examples: “We suggest that 
if the insured value of the plant and 
property were given as a footnote to 
the balance sheet, a much more in- 
forming picture of the plant account 
would be available to those who real- 
ly own the assets.” (p. 29) “We 
think the pendulum has swung too 
far in the direction of ignoring bal- 
ance sheet values. The property ac- 
count should neither be accepted at 
face amount nor overlooked entirely. 
It deserves reasonable consideration 
in appraising the company’s securi- 
ties.” (p. 30) 

There is considerable evidence 
throughout the book that potential 
investors can learn a great deal of 
sound investment philosophy from 
the authors. The following quota- 
tion, though brief, is typical: “At bot- 
tom, the ability to buy securities— 
particularly common stocks—success- 
fully is the ability to look ahead ac- 
curately. Looking backward, how- 
ever carefully, will not suffice, and 
may do more harm than good.” (p. 
69) 

Hersert E. Mutter, Ph.D., C.P.A. 


The Theory of Inventory Manage- 
ment, by T. M. Whitin. Princeton: 
Princeton University Press, 1953; pp. 
viii, 245; $4.50. 

Professor Whitin has written a de- 
cidedly different kind of book on in- 
ventory control. The essential theory 
of rational inventory control is 
handled in a relatively brief com- 
pass (pp. 15-78) and is then extend- 
ed to an analysis of the theory of the 
firm, business cycle theory, and mili- 
tary planning. This is not a book 
on “how to do it,” but rather on 
“what to do” and the overall frame- 
work of analysis. 
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In the first part, Whitin concen- 
trates on the economical determina- 
tion of purchase quantities and the 
statistical determination of safety al- 
lowances. The economic purchase 
quantity is that quantity which bal- 
ances two sets of cost factors. One 
set increases with the level of inven- 
tories: interest, obsolescence, spoil- 
age, storage, risk, etc. The other set 
decreases as inventories increase: pro- 
curement costs, quantity discounts, 
freight differentials, etc. First, Whit- 
in develops the simplest economic 
purchase quantity formula, an old 
friend to students of management 
since 1915. This formula states that 
the desired purchase quantity varies 
directly with the square root of ex- 
pected sales and the square root of 
procurement expenses and varies in- 
versely with the square root of carry- 
ing charges. The analysis is then ex- 
tended to cover quantity discounts, 
variable storage costs and price an- 
ticipations. 

One of the merits of Whitin’s treat- 
ment is his handling of uncertainty 
and, therefore, safety allowances. The 
costliness of fixed safety allowances 
is demonstrated. The optimum safe- 
ty allowance is “one for which the 
probability of depletion balances ex- 
pected costs of depletion and carry- 
ing charges for the marginal unit.” 
It is shown that it is unwise to hold 
safety allowances so large that stocks 
never run out. Most of this analysis 
is in terms of non-style goods. Whit- 
in also takes up the case of style 
goods. Here ordering costs and 
carrying charges are not too import- 
ant. The problem is basically one 
of losses on surplus merchandise if 
too large inventories are stocked and 
losses of profits if inadequate inven- 
tories are stocked. This section in-* 
volves probability analysis but ex- 
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amples are included for the non- 
mathematically inclined reader which 
serve to illustrate the nature of the 
maximization process. 

The second part of the book adds 
little new to the controversy over the 
role of inventories in business fluctu- 
ations. Whitin believes his analysis 
of rational inventory control helps 
distinguish between planned and un- 
planned inventories in the theory of 
inventory cycles and also helps ex- 
plain the asymmetrical behaviour of 
inventory investment over the cycle. 
The section concludes with a discus- 
sion of inventories in general equi- 
librium models and will be of inter- 
est to economists familiar with the 
Leontief. von Neumann, and Air 
Force models. 

The last section includes an inter- 
esting discussion of the problem of 
inventory control in the military es- 
tablishment and provides an illustra- 
tion of game theory in an attempt 
to clarify the problem of military 
value. Except for further extension 
of principles applicable to private 
firms, improved inventory control in 
the military establishment awaits a 
more scientific framework for deal- 
ing with complex variables such as 
strategy, technology, and military 
worth. At present we lack a theory 
which is adequate to cope with the 
magnitude of the military problem in 
any practical way. But much re- 
search is now being carried on in this 
area though little publicity has been 
given to it. In a book which at- 
tempts to be brief yet extensive in 
scope, some topics are bound to be 
treated in too compressed a manner. 
Fortunately, an unusually compre- 
hensive bibliography is appended. 
Many of the items are from trade 
journals. 


JEROME SNYDER 


155 


SELECTED READING 
Financial and Administrative Accounting, 
by C. Aubrey Smith and Jim G. Ashburne. 
McGraw-Hill Book Co., pp. x, 493; $8.50 

This book is written expressly for the 
user of accounting data rather than the 
producer. 


Raising Capital with Convertible Securi- 
ties, by C. James Pelcher. School of Busi- 
ness Administration, University of Michi- 
gan, pp. 153; $2.50 

The role of convertible bonds and pre- 
ferred stocks as capital-raising instruments 
is analyzed and evaluated. 


Report Writing for Accountants, by Jennie 
M. Palen. Prentice-Hall Inc., pp. xii, 602; 
$9.25 

This how-to-do-it introduction to effec- 
tive report writing explains exactly how to 
prepare and report on financial statements. 


Handbook for Secretaries to Accountants, 
Controllers, Treasurers, by Bessie May 
Miller. Prentice-Hall, Inc., pp. xvii, 438; 
$8.95 

Offers work-saving techniques on every 
accounting office task from routine assign- 
ments to assisting the accountant, controller 
or treasurer with technical reports and tax 
matters. 


Catalogue of the Glasgow Library. The 
Institute of Chartered Accountants of Scot- 
land, pp. 372; 10/- 

A complete catalogue of the more than 
15,000 volumes in a well known profes- 
sional library. 


Taxation Manual, by Ronald Staples. Tax- 
ation Publishing Co. Ltd., pp. xx, 441; 25/7 

Now in its eighth edition, this hand- 
book provides a ready means of access to 
the interpretation and effect of the law 
of income tax and surtax in Britain. 


Taxation Statistics 1955, Department of 
National Revenue (Taxation Division), pp. 
145, $1.50 

Features a section on Succession Duty 
statistics, which have not appeared since 
the 1951 edition, and also includes the reg- 
ular analyses of collections, individual in- 
come tax and corporation income tax. 














NEWS 


British Columbia 

H. J. Burns, C.A. has been appointed 
administrative assistant to the president 
of the Powell River Company. 


Manitoba 

W. D. Love & Co., Chartered Account- 
ants, announce the removal of their offices 
to 205-206 Montreal Trust Bldg., 218 
Portage Ave., Winnipeg. 


Nova Scotia 

In the December issue of this journal 
J. A. Manning of Truro was erroneously 
referred to as a “C.A.”. The Council of 
the Nova Scotia Institute has called atten- 
tion to the fact that Mr. Manning is not 
and never has been a chartered accountant. 


Ontario 

Horace G. Lewis, C.A. announces acqui- 
sition of the practice of the Toronto of- 
fice of Wm. C. Benson & Co., Chartered 
Accountants, of which he was formerly a 
resident partner. Henceforth he will carry 
on practice of the profession in partner- 
ship with John J. Davie, C.A. under the 
firm name of Horace G. Lewis & Co., 
Chartered Accountants, with offices at 86 
Bloor St. W., Toronto. 

J. H. Collins, F.C.A. has been appointed 
chief accountant of the Liquor Control 
Board of Ontario. 

Loftus A. Allen & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 2 Toronto St., Toronto. 

Albert Freedman, C.A. announces the 
admission to partnership of Morris Flicht, 
C.A. Henceforth practice of the profes- 
sion will be carried on under the firm name 
of Freedman & Filicht, Chartered Ac- 


countants, with offices at 208 King St. W., 
Toronto. 
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OF OUR MEMBERS 


Allan L. Brown, C.A. has been appointed 
assistant commissioner (finance) of the 
Penitentiaries Branch, Department of Jus- 
tice, Ottawa. 

Harvey L. Millman, C.A. and Kenneth 
C. Buckingham, B.Com., C.A. announce 
the formation of a partnership for the prac- 
tice of their profession under the firm 
name of Millman & Buckingham, Chartered 
Accountants, with offices at 129 Princess 
St., Kingston. 

Francis Lorenzen, C.A. and Maxwell C. 
Smith, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession at 1201 London St. W., Windsor, 
under the firm name of Francis Lorenzen 
& Co, Chartered Accountants. 

Allan Pyzer, C.A. announces the remov- 
al of his office to Ste. 632, 67 Yong St., 
Toronto. 


Wm. L. Walton & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of William Wagman, C.A. Hence- 
forth practice of the profession will be 
carried on under the firm name of Walton, 
Wagman & Co., Chartered Accountants, 
with offices at 62 Richmond St. W., Tor- 
onto. 


Quebec 

David Finestone, C.A. announces the re- 
moval of his office to Ste. 610, 637 Craig 
St. W., Montreal. 


C. D. Mellor, executive secretary of the 
Quebec Institute, addressed the Commerce 
students at Loyola College recently on 
“The Accounting Profession”. 

Messrs Jean-Jules Rufiange, c.a. et Fer- 
nand-E. Leblanc, c.a. désirent annoncer 
que M. L. J. Trottier fait maintenant partie 
du bureau de Rufiange, Leblanc & Cie, 
comptables agréés, edifice St-Sulpice, 418 
rue St-Sulpice, Montréal. 





INSTITUTE NOTES 





ONTARIO INSTITUTE NOTES 


Presentation of Certificates Ceremony — 
Henry O. Glover, F.C.A. has kindly con- 
sented to give the “Address of Welcome” 
to the new members on Friday, February 
10 in the place of J. G. Glassco, F.C.A., 
who, after accepting the invitation, was 
forced to withdraw on account of a busi- 
ness trip to South America. 


Minimum Educational Qualifications After 
July 1, 1956 — The Council has approved 
a reduction from 9 to 8 in the number of 
Grade XIII papers required for registration 
after July 1, 1956. The requirement in 
Mathematics which has been three papers 
with at least an average of 60% has also 
been changed. Applicants can either sub- 
mit the present requirements or they can 
offer the one paper Algebra with at least 
60%. Mathematics of Investment remains 
an acceptable substitute for Algebra. These 
changes will have to be approved by the 
next annual meeting. They were made in 
recognition of the fact that the Province of 
Ontario gives the Honour Graduation 
Diploma, which is the highest secondary 
school certificate, for standing in 8 papers 
and all Ontario universities except Toronto 
admit students to their faculties of Arts 
with only 8 papers. The change in the 
mathematics requirement is not intended to 
lower the standard but to permit more 
flexibility in subject choice. Algebra is 
considered the mathematical paper essen- 
tial for accountants and hence it is retained 
as the compulsory one. 


Economics and Law Examinations — On 
the recommendation of the Board of In- 
struction and the Examinations Committee 
the Council has changed the passing re- 


The editor welcomes information for this column. 


quirements in the Economics, primary Mer- 
cantile and Statute Law, and intermediate 
Mercantile and Statute Law examinations 
from 50% to 60% commencing in 1956. 
These examinations will now have the 
same passing requirement as the other 
examinations. It was the opinion of the 
Board of Instruction that the former lower 
passing requirements had prejudiced stu- 
dents against the studies in these subjects 
to the detriment cf the instruction. 


1956 Examinations — The Council has ac- 
cepted a recommendation of the Examina- 
tions Committee to shorten each of the 
primary papers and the intermediate Mer- 
cantile and Statute Law examination to 
three hours in 1956. This decision should 
be particularly welcome to the primary 
students who write two papers on both days 
of the examinations. The reduction in time 
will permit the examinations to start at 
9:30 a.m. instead of 9:00 with an hour and 
a half for the luncheon break. Ne increase 
is planned in the number of papers. The 
1956 examinations will be held on October 
10 - 12 and 15 - 19 with the primary ex- 
aminations on the last two days. 


ONTARIO 
STUDENTS’ ASSOCIATION NOTES 

Next Meeting — The next meeting of the 
Toronto members will be on Tuesday, 
February 14, 1956 at 8:00 p.m. in the 
Lecture Hall of the C.A. Building. The 
speaker will be Norman W. Wardell of 
Hunter, Rowell & Co. Ltd., Insurance 
Agents. He will talk on a typical insur- 
ance survey, and analysis of requirements, 
for a business operation. 


News of members and 


provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 


157 








CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th 





PRACTICE FOR SALE: Well established 
practice in Toronto. Jewish principals. 


Box 541. 


LAWYER-CHARTERED ACCOUNTANT: 
Bachelor of Commerce (Honours Econom- 
ics), age 31, married, wide experience and 
interests, presently practising corporate 
and taxation law, desires position where 
effort and initiative are required and ad- 
vancement opportunity is unlimited. Box 
540. 


ACCOUNTANTS: A very large Canadian 
company offers unusual career opportuni- 
ties to young chartered accountants, 28-30 
years of age. Accountants who have com- 
pleted their formal training and have had 
three to five years additional experience 
on the accounts of large corporations will 
be considered for the positions. The im- 
mediate assignment is related to the es- 
tablishment of internal audit procedures in 
this national company. The experience 
gained inf the initial positions provides an 
exceptional training opportunity since it 
will lead to familiarity with all aspects of 
the company’s accounting systems. Proven 
competence in these positions will open 
promotional opportunities that will offer a 
full and satisfying career within the corp- 
oration. Interested candidates are request- 
ed to include in their applications full 
details of education and experience. Ap- 
plications, which will be received in con- 
fidence, should be addressed to Box 542. 








APPLICATIONS are invited for the position 
of Treasurer of the City of Kingston. Ap- 
plicants having advanced experience in ac- 
counting work or with a C.A. degree are 
preferred. Experience in municipal work 
is desirable but not essential. Please sub- 
mit your application outlining your quali- 
fications to: T. J. McKibbin, Clerk-Comp- 
troller, City Hall, Kingston, Ontario. 


of preceding month 





$25,000 CAPITAL AVAILABLE: Com- 
merce and Finance graduate, age 35, de- 
sires to invest up to $25,000 in small 
business or partnership as active partici- 
pant. Any type of commercial enterprise, 
Toronto area only. Box 543. 





ACCOUNTANTS FOR VENEZUELA: 
Young industrial accountants with the de- 
gree of C.A. are required for staff posi- 
tions as methods analysts in the two prin- 
cipal cities of Venezuela. An ideal cli- 
mate, comparable living conditions in ad- 
dition to attractive earning possibilities 
make these positions especially appealing. 
The planned functions of these positions 
afford a unique training opportunity in 
broadened experience which will substan- 
tially improve prospects for major admin- 
istrative appointments either in Venezuela 
or on return to Canada. Contracts are for 
two or three years, renewable by mutual 
agreement. Please send complete sum- 
mary of qualifications and experience. Box 
538. 


AUDITORS FOR MONTREAL: Salaries 
$3300 to $4600 per annum according to 
qualifications and experience. 

5 day-week — Pension & Hospital plans — 
3 weeks holidays — sickness benefit and 
excellent opportunities for advancement. 
We require the services of men _ be- 
tween the ages of 20 to 40 years, prefer- 
ably holding a C.A., B.Com. degree or the 
equivalent. 

Applicants should give full personal de- 
tails, including experience, education and 
marital status to: Box 539. 

Our staff is aware of this advertisement. 





WANTED: Chartered Accountant or stu- 
dent who has written final examinations 
for position of chief accountant and office 
manager of well-established manufacturing 
company located in the Niagara Peninsula, 
Ontario. Box 544. 
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| PROFESSIONAL CARDS 
| 


MACLEOD, RILEY, McDERMID, DIXON & BURNS 
Barristers and Solicitors 


62 Hollinsworth Building - - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West’ - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


PLAXTON & COMPANY 


Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - - Toronto 1, Ont. 
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WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


182 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street , - = & Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


Bank of Montreal Building, 35 Palace Hill - - Quebec, P.Q. 








